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“Drop in some morning 


about 10:30, McGinnis, 


and I'll show you a traffic jam!” 








“Sure, Mac, I know—you run up 
against parades, football crowds— 
and a World Series now and then. 
But we’re handling traffic jams 
every day. 

“This war is taking some of the 
traffic off your beat and putting it on 
mine—taking it off the streets and 


putting it on the telephone lines. 





“And we’re getting short of mate- 





rials. The stuff that used to make 
switchboards and cables now goes 
to the shooting part of the war. 

“But we’ve found the public good- 
natured and helpful just as you have. 
The trouble began with Hitler and 


will end when we finish with him.” 


LONG DISTANCE helps unite the nation 
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The White House 


Washington, May |5, 1942. 
My dear Mr. Schram: 


It is with a great deal of pleasure that | extend my good 
wishes to the members of the New York Stock Exchange upon 
the celebration of the one hundred and fiftieth anniversary of 
the founding of the Exchange. 


Since the original group of twenty-four brokers joined to- 
gether in 1792 to improve the market in securities being con- 
ducted under the famous old buttonwood tree down in Wall 
Street, the role of the Exchange and its responsibilities in the 
financial affairs of the nation have steadily increased. To me it 
is interesting to note that the Exchange was organized as a 
direct result of an $80,000,000 issue of government bonds author- 
ized by the Congress of 1790 to fund the state and national 
obligations of the war for American liberty. Just as the Ex- 
change then was able to render an important service to the 
public and to the nation, so today it has the opportunity of 
performing valued services in the present struggle for human 
freedom. 

It has been gratifying to me that the hysteria of the first 
world war has not been repeated and that our market places 
this time have remained open. The members of the Exchange, 
like millions of their fellow citizens, find their normal business 
life affected by stresses and strains of world-wide character. 
Yet it is important that we do not permit these difficulties to 
disrupt our security markets unduly. The continuation of an 
orderly market will be of vital importance both during the war 
and during the period of readjustment that will follow. You 
have an opportunity for great service, and | am confident that 
in this you will not fail. 

Very sincerely yours, 


FRANKLIN D. ROOSEVELT. 


Honorable Emil Schram, president New York Stock Exchange, 
New York, N. Y. 
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The Trend of Events 


STOCK EXCHANGE FUNCTIONS .. . Two events 
recently focused attention upon the splendid job the 
New York Stock Exchange is doing in the matter of 
selling war bonds. The first event was celebrating of the 
Exchange’s 150th birthday at a giant rally held upon 
the steps of the Sub-Treasury, the biggest patriotic rally 
held in the financial district of New York since World 
War years; and the second event was the acknowledg- 
ment of the value and the future of the Stock Exchange 
by President Roosevelt in a letter, upon that occasion, 
to Emil Schram, president of the Exchange. 

Mr. Roosevelt gave his approval to what the Stock 
Exchange stands for in his letter complimenting the 
members for the work they are doing in selling war 
bonds while the market continues to bump along on low 
volume and depressed prices. “The members of the 
Exchange,” he wrote, “like millions of their fellow citi- 
zens, find their normal business life affected by stresses 
and strains of world-wide character. Yet it is important 
that we do not permit these difficulties to disrupt our 
security markets unduly. The continuation of an orderly 
market will be of vital importance both during the war 
and during the period of readjustment that will follow.” 

There is more than a well-turned compliment in the 
President’s letter, more than tribute to the century and 


a half of service by the Stock Exchange to the finances 
of this great Republic; it is an acknowledgement of 
the organization and the ability of the members to assist 
the Government whenever and wherever the Govern- 
ment requires assistance in financing its peace or its war 
efforts. Here is an organization all set up, all geared 
for action; hoary with experience and as patriotic as any 
single group of people in America, ready at hand to serve 
the nation. But, except for voluntary sales of war bonds 
and for occasional advice, solicited on rare occasions, 
this efficient organization is not called upon by its Gov- 
ernment to function in the very capacity it was organ- 
ized for. 

It seems strange that our Government, proud of its 
financial integrity, its ability to do every job just a little 
better than other governments, should in its hour of 
crisis overlook the one organization in the nation spe- 
cially equipped to help in one of the most important of 
all war time functions: selling war bonds to the nation. 
Instead of soliciting the assistance of the Stock Exchange 
as an institution to assist the Treasury in planning and 
directing this gigantic sales effort, the members, in thei 
patriotic zeal to sell America to all Americans, are left 
entirely to their own devices to function as a mere 
organization with no greater recognition of its financial 
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sales ability than a patriotic club or group of men and 
women anxious to help. 

But members of the Stock Exchange, unmindful of 
the fact that their organization has not been called upon 
to function to the utmost of its ability on a national 
scale, have risen to the occasion and the millions of dol- 
lars’ worth of war bonds they have sold, and will con- 
tinue to sell, prove that the first 150 years have not been 
in vain. 

We view with pride this accomplishment, despite the 
fact we are saddened when we think how much greater 
the results could have been, would have been, had the 
Treasury really availed itself of this mighty, financial 
potent selling force. 


WAR IN THE SPRING .... In this interlude without 
full-scale offensives by either Germany or Japan, there 
is a sudden surge of optimism throughout the country 
concerning war prospects. We hope it is better founded 
than was the gloom of just a few months ago. Gratifica- 
tion over our fast increasing military might is justified. 
Optimism over our ultimate victory is justified. But it 
seems to us much too early to take anything for granted 
or to bank on victory this year. In the actual course of 
the war there has not as yet been any decisive change 
in our favor. 

Probably by mid-July at the latest—and_ possibly 
earlier—we will have a much more solid basis to reckon 
on. In these coming weeks will Hitler launch a more 
powerful offensive than any which has gone before? 
Is so, will it fail of its objectives? Or is it possible that 
Germany already has shot her bolt in offensive power 
and is even now shaping a defensive strategy? We don’t 
know the answers. But much light necessarily will be 
thrown on them over the relatively early future. 

To have any chance of winning the war, Hitler must 
substantially destroy the Red Army or push it back to 
the Urals, take over the oil fields of the Caucasus, and 
close British-American supply routes to Russia both in 
the north and at the Persian Gulf. It may be beyond 
his power. If it is, he is through. If it is, on the east 
Russia’s millions of brave and effective fighting men, 
aided by mounting American supplies, would press his 
dwindling armies relentlessly; while on the west there 
looms the shadow of attack by large and fresh American 
and British expeditionary forces. 

Confronted by such dire alternatives, what would one 
expect the Germans to do? Unless they are already 
resigned to losing the war—which seems hard to be- 
lieve—we would expect the High Command to risk the 
final do-or-die drive against Russia. Meanwhile—sober- 
ing thought—one must note that the Russian successes 
around Kharkov, as was the case throughout their winter 
counter-offensive, look more impressive in the headlines 
than they do when examined on any large-scale map. 

For Japan, the do-or-die season is also ahead. Ulti- 
mately she could be bombed to destruction from United 
Nations air bases in China or the Maritime Provinces 
of Siberia or both. In her current expanded drive against 
China she is already striving to eliminate this bombing 





menace from one direction. Whether or not this cam- 
paign succeeds, it leaves Russia’s far east to be reckoned 
with sooner or later. Sooner, if a powerful German 
drive against Russia makes the gamble of an attack on 
Siberia more attractive to the Japs; later, if things go 
poorly for Hitler. If it is later, it will still involve a night- 
mareish dilemma for Nippon. Attack the Siberian bases, 
within a few hours’ bomber flight from Japanese cities, 
soon? Or wait to be attacked, at a time chosen by Russia 
and the U. S., by swarms of the world’s most deadly 
bombers? 

It will profit us nothing to count unhatched chickens 
as we wait for the unfolding of the fateful events that 
lie ahead. 


THE NEW TAXES... We think the first thing that 
should be said about the tentative schedule of personal 
income taxes drawn up by the House Ways and Means 
Committee is that it reflects a praiseworthy political 
courage and realism on the part of these Congressmen. 
Every member of the committee—and the whole House 
of course—is up for election in November. That con- 
sideration was obviously ignored. The new taxes— 
though inadequate to the Government’s needs—bite 
severely into the pockets of many millions of voters, 
including several millions previously exempt. 

A single person earning as little as $600 a year—about 
$11.54 a week—would pay $14 against nothing under 
present law. Earning $700—or $13.46 a week—he would 
pay $32. With an $800 income—about $15.40 a week— 
the tax jumps from $3 under present law to $49. For 
incomes of $1,000 to $3,000 the increases range from 
100 to 300 per cent. 

For married taxpayers the increases in the lower and 
medium brackets are proportionately severe. Nor is 
there neglect of the already heavily taxed higher 
brackets. The $25,000 married man with no dependent 
would pay about 40 per cent of his income to the Gov- 
ernment, the $50,000 man about 50 per cent, the $100,000 
man more than 63 per cent. 

Yet the committee estimates that these changes will 
produce only $2,750,000,000 more revenue for the Gov- 
ernment—with projected war spending calculated at an 
ultimate rate of perhaps $70,000,000,000 a year. More- 
over, the bulk of this increase will be provided by present 
taxpayers. 

Stiff as they are, the proposed taxes for the medium 
and lower incomes are still substantially under the levels 
prevailing in England. Unless we are within sight of 
victory by next winter, the search for additional tax 
revenue will no doubt be resumed. So far as taxes on 
individuals are concerned, the most likely avenues for 
future exploration are still higher income tax rates, a low 
rate gross income tax collected at the source so far as 
possible, and a general sales tax. The logic of the sales 
tax especially, under war conditions, will beceme increas- 
ingly apparent. 

THE MARKET PROSPECT .. . Our most recent in- 


vestment advice will be found in discussion of the pros- 
pective trend of the market on page 162.—May 25, 1942. 





Business, FrnancraL and INVESTMENT COUNSELORS 











1907 — “Over Thirty-Four Years of Service” — 1942 





MAY 30, 1942 


161 










































Believe 


Why We 
Higher Prices 
Are Ahead 


BY A. T. MILLER 


I. November of 1940, shortly after the re-election of 
President Roosevelt, the market began the long, irreg- 
ular phase of decline which by the end of April had 
carried the Dow-Jones industrial average down some 
45 points to a low just under 93. 

This whole period has been one of deflationary ad- 
justment ef security prices to the realities of (1) this 
country’s formal participation in the war; (2) high war 
taxes; (3) price control, priorities, disruption of civilian 
industries: (4) unforeseen military reverses in the Pacific 
and Far East. Throughout those more than 18 months 
the only good war news of possible decisive importance 
was the better-than-expected resistance of the Russians, 
with consequent increased strain (how much we can’t 
know) on Germany’s military machine and _ her 
economy. 

The most important question confronting investors 
and traders today is, of course, whether the market, in 
terms of the averages, has adequately discounted the 
changes and adversities enumerated in the above para- 
graph. If it has, all reactionary periods can with reason- 
able safety be considered as presenting opportunity for 
selective purchases of common stocks—as well as of vari- 
ous preferred stocks, medium grade and speculative 
bonds—for income or appreciation or both. 

We think it is probable—though no one can say it 
is certain—that for the market as a whole the deflation- 
ary adjustment has been completed. We will be dis- 
appointed, but not unduly worried or alarmed, in case 
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Ewing Galloway 


some additional unpleasant war news provides an excuse 
for violation of the late April low in the industrial aver- 
age, for we believe any such decline would add but 
modestly to the markdown previously experienced, that 
it would very likely set the low for the year and possibly 
for the entire war period, and thus that it would merely 
enhance by a relatively small margin the opportunity for 
profitable purchases. 

To begin with, let us take a look at the war itself—for 
fear of Axis victories (a consideration distinct from the 
adverse effects of our war effort upon corporate earnings 
and dividends) has certainly played some part in the 
common stock price decline that we have seen. 

Naturally, nobody knows what will happen on the 
Russian fronts this spring and summer, nor what the 
next major effort of the Japanese will be. Yet even 
without that knowledge, we believe it is now possible to 
conclude that the certainty of the eventual loss of the 
war by the Axis has been established. In other words, 
as we see it, the significance of this summer’s events will 
relate to the length of the war rather than to its outcome. 

We have come a long way since England stood alone— 
and apparently helpless—just two years ago and when 
America faced the threat of isolation in a hostile, Axis- 
dominated world. Despite the results of the more recent 
Japanese conquests, that was the time when the British- 
American cause came closest to disaster; that was the 
time when Hitler came closest to winning the war. 

Certainly it is clear that during those two years the 
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relative power of the forces arrayed against the Axis 
has vastly increased; that it is now increasing in geo- 
metric proportion (thanks mainly to our remarkable 
outpouring of arms); and that the Nazi vision of crush- 
ing victory and world domination has receded ever 
farther into the distance. 

The basic fact is that Hitler, the great “intuitive 
genius,” guessed wrong on (1) Great Britain, (2) Russia, 
(8) the United States. What a performance! It was 
not remotely in his “plan” that he would be opposed by 
this mighty industrial combination—with manpower re- 
sources far greater than the Germans can command— 
when the spring of 1942 came around. It was his “plan” 
that the war would be over far sooner than that, with 
complete German victory. When the meticulously 
methodical plans of the German militarists begin to 
explode in their faces—and they have begun to explode 
—we think one can reason that more and more mistakes 
are likely to be made and that the beginning of the end 
is in sight. 

We should know within a few weeks whether the late- 
ness of the long heralded 1942 German drive eastward 
has reflected careful preparation for maximum effort— 
or weakness. The initial German move against Kerch 
supports, as far as it goes, the assumption of weakness. 
It is explained that this is a preliminary to the campaign 
for the Caucasus and its oil. But bear in mind that 
heretofore in this war the Germans have never been 
concerned with such preliminaries; they have not aimed 
at the suburbs, so to speak, they have not considered it 
necessary to point toward any single economic prize, 
such as oil fields. They have gone straight for the ene- 
my’s capital and the populous centers of greatest impor- 
tance to that enemy. 

When you win in that direct fashion, all the spoils of 
war fall into your hands. You do not have to take 
Kerch. You do not have to fight in the difficult terrain 
of the Caucasus. Thus, in a 
military sense, as the Germans 


consequences of our war-time controls as most concern 
investors and traders. 

In the over-all regimentation of our economy and dis- 
ruption of civilian life we no doubt have not reached 
the maximum. But that is not the real question. The 
question is whether the market has made adequate al- 
lowance for the additional steps that are to come. We 
think it has. The basic policies and the direction of 
Administration aims are clearly established and accepted. 
From a market point of view, we think the rest will be 
considered merely as “more of the same,” as filling in the 
details. We don’t consider the prospective refinement of 
price control, more strict allocation of materials, limita- 
tion of inventories and moves in the direction of alloca- 
tion of manpower as valid arguments for still lower levels 
in the market averages. 

What about taxes—the most dynamic present influ- 
ence on earnings and therefore on the psychology of 
investors? 

It is impossible to arrive at firm convictions on this. 
Market analysts who are bearish assert with utmost 
vigor that it is going to be a long war and that therefore 
the total weight of corporate taxes almost certainly will 
be raised again next year, after the election is out of the 
way. One of these points out that the Australian Gov- 
ernment is taking all profits above a 4 per cent return on 
invested capital, and opines that we will probably ap- 
proach a similar objective (and method) under which 
certainly no more than 6 per cent return on invested cap- 
ital will be possible, and maybe as little as 5 per cent 
or even 4 per cent. 

Some of the bullish analysts go all the way to the other 
extreme and proclaim boldly that we have now seen—in 
the formulas announced by the House Ways and Means 
Committee—the maximum in corporate taxes for the 
duration and that therefore we can count on subsequent 
changes being downward modifications. 
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We would view both of these extremes with consider- 
able reservation. It usually takes Congress many 
months—as we are seeing—to formulate and adopt any 
major revision of the tax structure. The present pend- 
ing revision will hardly be completed before late sum- 
mer. If thereafter there is to be another major change, 
at what time could one reasonably expect it to reach 
the present stage of the pending legislation; the stage 
of a first draft by the House Ways and Means Com- 
mittee? We would say, probably not before the spring 
of next year. And how is one to calculate what the 
sentiment of Congress will be on taxation even next 
winter, much less next spring? 

The answer, in our opinion, must largely depend upon 
the course of the war this summer. When Congress con- 
siders the next tax bill after the next tax bill, its attitude 
would be one thing if it then appeared probable that we 
were in for a long and hard war, but quite another thing 
if the prospect seemed to be for a relatively short addi- 
tional duration of the conflict. 

As previously stated, our view on the war prospect is 
generally bullish. If that proves to be correct, then 
probably it will develop that the pending tax bill can 
be considered the maximum for the duration or very, 
very close to it. Congress will not have to see the end 
of the war just around the corner to take a more lenient 
attitude on taxes. It would do so probably if it thought 
it saw the beginning of the end. 

We think it far-fetched, indeed, to cite the tax policy 
of the radical, laborite Australian Government as a clue 
to what we can expect here. It would make far better 
sense to cite England or Canada. There is no suggestion 
that the British are going to revolutionize their present 
tax system, along the Australian lines. Why should 
anyone who knows anything about the American Con- 
gress expect it to make a complete about-face and plump 
for the idea of a 100 per cent excess profits tax on all 
profit above 4 to 6 per cent return on invested capital— 
even though it is a fact that Morgenthau and Roosevelt 
at one time were putting out trial balloons in that 
direction? 

We think it highly probable that at least the maxi- 
mum has been seen in our concept of excess profits taxa- 
tion and that any modifications of the formula of the 
House committee will be on the favorable side—possibly 
in the form of provision for post-war refunds of a portion 
of the taxes or credits for debt reduction or both. 

As regards normal corporate taxes—or rather the total 
of normal tax and surtax—we can’t feel equally con- 
fident. But, again, it depends very largely on the course 
of the war this year. Certainly as regards the percentage 
of 1942 earnings to be paid in taxes during 1943, it seems 
indicated that the 40 per cent combined normal and 
surtax rate of the House Committee wili stand—permit- 
ting earnings in many instances which look very good in 
relation not only to recent lowest stock prices but also 
to present prices. To cite but one example, it is esti- 
mated that American Tobacco could earn close to $3.50 
per share this year under the pending tax rates. Con- 
sidering the background and the proportion of earnings 
heretofore distributed in dividends, such earnings look 
pretty good in comparison with the stock’s recent low of 
just under 35 and with current price around 40. 
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We concede it is possible that 1943 earnings may be 
subjected to combined normal and surtax—payable in 
1944—of 50 to 55 per cent, if meanwhile the war goes 
badly for the United Nations. Indeed, we concede even 
that such legislation might be put through relatively 
rapidly late this year to apply against 1942 earnings— 
if the summer brings disaster to Russia or any other 
really decisive adversity to U. S.-British war prospects. 
In that case, one would have to revise ideas on prospec- 
tive earnings. 

But to be bearish on the market now on the reasoning 
that corporate taxes probably will be raised again either 
late this year or next year seems to us (1) to look farther 
ahead than is wise and (2) to be tantamount to a bull 
position on the Azis war prospects this summer. Since 
we are bearish on Axis war prospects for this year—and 
especially those of Germany—we are necessarily more 
hopeful than pessimistic as regards the general outlook 
for late 1942 or 1943 tax possibilities. 

The bright side of the pending taxes and of the increas- 
ingly firm anti-inflation measures is that the net result 
confronting investors is a far more stabilized basis for 
calculations. The transitional period through which we 
have come has been one of many drastic and rapid 
changes, great uncertainty as to coming war-time con- 
trols, a notably unstable basis for investment and specu- 
lative calculations. We are convinced that this transition 
is completed in a market sense—the market always being 
well ahead of such events. 

Given a strong inflation spiral and an unsettled cor- 
porate tax situation, there is a large element of sheer 
illusion in any corporate profits reported from quarter 
to quarter. In such a situation, one not only doesn’t 
know what taxes will be but is also in the dark as to 
future relationship of business operating costs, including 
wages, to prices and profits. The corporate managers— 
uncertain as regards even nearby costs of wages and raw 
materials, as well as of selling prices, taxes and profits— 
lean over backward toward conservatism in retaining 
cash and going light on dividends. 

The biggest doubt of business men and investors on 
the inflation control program centered in the matter of 
wages. Yet we see steadily increasing evidence that the 
Administration means what it says on this score, and it 
is unquestionably backed by public opinion. We there- 
fore believe that the program—aimed definitely at much 
increased stabilization—will work well on the whole. 

We believe in short that the prospect is for stabilized 
industrial costs—with the vast installation of improved 
machine tools doing far more to offset higher hourly wage 
rates than most people imagine—and for stabilized cor- 
porate profits at something considerably better (so far 
as aggregate earning power is concerned) than present 
1934-depression market prices allow for. 

Given a stabilized situation, we think the average in- 
vestor will put a higher valuation on prospective earn- 
ings of $3 a share for the coming year than he would put 
on a stock currently earning $6 a share but for which 
future earnings could not be estimated even a few 
months ahead. 

While the “short war” rally of the market last week 
was no doubt premature, we have an idea that it was 
founded on something more solid than Secretary of 
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State Hull’s guardedly optimistic comment on our war 
prospect. We have an idea that investors, footing up 
all the available evidence, have begun to think some- 
what more in terms of the war lasting maybe one or two 
years more, if not less—and much less in terms of the 
five years or ten years or “indefinitely” that the more 
gloomy were talking about last winter. At least, there 
is greater mental allowance being made for the possibil- 
ity of a shorter war than seemed reasonable to allow for 
a few months ago. 

We don’t see how this change of attitude—especially 
if further supported by the course of the war over the 
coming crucial weeks—could fail to exert a favorable 
influence on the stock market. Premature or not, the 
recent rally in peace stocks was certainly a good sample 
of how investors would react to a more solidly founded 
conviction regarding the duration of the war. In this 
matter the simplest reasoning seems valid. The war has 
been bearish. Therefore the prospect of a successful end 
to the war would be bullish—bullish even perhaps for a 
few of the depressed “war stocks.” For example, there 
is already evidence in the market that investors have 
begun to evaluate such steels as National and Inland 
more in terms of their possibilities when automobile 
production for civilians is resumed and less in terms of 
what they can earn on war business. 

From the start of the war the trend of price-earnings 
ratios has been drastically downward. Especially low 
valuations have been put on earnings of war stocks, such 
as aircraft, rail equipments and machine tools, to name 
but three groups. The reasoning of course, was that the 
earnings were not only subject to high taxes but were 
temporary and of uncertain duration. The reasoning 
was valid and still is. 























But there is another side to it. A great many peace 
stocks, with excellent past records, have also come down 
very sharply in price-earnings ratios. Naturally, not as 
much as have the “war stocks’”—but to ratios quite low 
on anything like normal considerations. Now no one 
can say what exact ratios are justifiable in this setting. 
But whatever the probable duration of the war, it seems 
likely that we have now reached a psychological stage 
in which peace possibilities will be given increased weight 
in valuations. 

If the relatively good per share earnings of war stocks 
are “temporary and of uncertain duration,” then it is 
equally valid to reason that the depressed earnings and 
dividends of the peace stocks are also temporary. As 
confidence in our war prospect strengthens—and we 
think this psychological trend is definitely upward— 
more thought will be given to the temporary duration 
of depressed earnings and reduced dividends and less 
thought to how much reduction per share. We have 
already seen this general line of reasoning work out in 
the case of stocks in the consumers’ durable goods indus- 
tries that have been converted to war work. They were 
among the weakest in the market as late as last Decem- 
ber. They are among the best performers today and 
have been for many weeks. 


PART II 
STOCKS WHICH WE BELIEVE HAVE PUT 
BOTTOM BEHIND 


For many dreary months the market ignored all items 
of good news but responded promptly to any unfavorable 
news. Recently we have seen an increasing tendency 
to reverse that. While it is quite possible, if not prob- 
able, that the American Telephone dividend will be re- 






























































duced when the directors have factual evidence that the 
pending tax changes are final, nevertheless it is interest- 
180 ing to note that declaration of the regular dividend re- 
cently brought a further sharp upward spurt in this 
160 stock, while on the other hand the announcement of an 
unexpectedly severe cut in the du Pont dividend pro- 
duced only a brief downward flurry in this stock which 
140) stopped well above its previous 1942 low. National 
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“Peace or War Stocks" Which We Favor for 
Purchase on Reactions 


1941 1942 Latest 
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"Peace Stocks" Which We Favor for 
Purchase on Reactions 


1941 1942 Latest 
. Low Low Price 
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Stocks With Rising Bottom Since 1938 


Low Low Low Latest 

1937-38 1940 1941-42 Price 
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0 ere 28\/g 30!/, 335% 36 
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Biscuit and Johns-Manville rallied after announcement 
of dividend reductions. These are samples of at least a 
tentative inclination of the market to respond more 
greatly to good news than to bad. We think that 
change, small as it is to date, is important and hopeful. 

But, of course, it remains a market of stocks; and for 
the present the market as a whole is giving a less favor- 
able performance than the Dow-Jones industrial aver- 
age—the reverse of tendencies upon which we com- 
mented some weeks ago. Our weekly index of 270 stocks 
has thus far had very little rally. Its April low was 41.4, 
comparing with the December low of 42.6. Recent high 
was 42.9, comparing with early January high of 48.5 
and last week’s close was 42.5 or a fractional decline for 
the past fortnight. 

It has been mainly a rally of higher grade stocks—to 
which we certainly take no exception. Our weekly aver- 
age of 15 investment type common stocks advanced 
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2.3 points over the fortnight and has recovered nearly 
6 points from the Afpril low of 73. However, it must be 
noted that the latter depressed figure compares with 
December low of 91, with low of 100 in the spring of 
1940 and with 113 just before the start of the war. 
Reflecting tax considerations chiefly, our weekly aver- 
ages of 10 speculative preferred stocks and 10 armament 
equities continue to give a weak performance. The lat- 
ter retreated 3.1 points over the past fornight to 52.9. 
It was 33 at the start of the war, which was approx- 


imately duplicated in the low made after the collapse’ 


of France; the war period rally high was approx- 
imately 68 last September, the December low was 58 or 
well above current level. Our average of 10 armament 
stocks declined 1.7 points since our last previous analysis 
was written to a level of 25. As it was 27.71 just before 
the war started, it can be said that war earnings prospects 
are appraised more pessimistically than were peace earn- 
ings in the not too good year 1939. It is hard to see how 
the market can be considered vulnerable to further sub- 
stantial revision of ideas about “war baby” earnings. 
As these stocks have now had more than all of their war 
market advance cancelled, the term “war baby” becomes 
increasingly ridiculous. U. S. Steel, for instance, sold 
much above present prices at various times in 1934 when 
there was no war in prospect, very little business and no 
earnings—while the present $4 dividend looks good 
enough for this year and analysts bet each other whether 
1942 earnings will be nearer $7 than $9! 


Yet there are scores of individual stocks in this market 
which to date have shown a series of rising bottoms in 
all declines since the spring of 1938. Representative ex- 
amples of this kind are named, with the prices at their 
significant low points, in the tables on this page. 

In other tables we present two selections of stocks 
which we consider as attractive candidates for purchase 
in periods of reaction. The first is made up chiefly of 
so-called “conversion” stocks or stocks of companies 
capable of adjusting operations with relative ease to war 
or peace conditions. Some of these seem so firmly estab- 
lished above 1941-1942 lows as to suggest reasonable 
probability that they have put the lowest prices behind 
“for the duration.” The second selection is entirely of 
high grade “peace stocks.” 

Our preferences lean first to the peace-or-war stocks, 
second to the peace stocks—not at all to issues earning 
more on war business than they can reasonably be ex- 
pected to maintain on normal business, even when taxes 
are lowered. 

While our general view of the market is hopeful— 
subject to these selective qualifications—we do not urge 
a fully invested position. Allowance, in terms of a con- 
servative liquidity (which can only be judged by the 
individual according to his own position), must continue 
to be made for unforeseeable contingencies. And no 
policy of investing in any stock “for the duration” can 
be justifiable. Should still another tax program begin 
to loom over the horizon some months from now, the 
outlook will of course have to be reappraised. Should 
the war this summer go more badly for us than now 
seems likely, then even more certainly will reappraisal of 
tax and market price prospects have to be promptly 
undertaken Monday, May 25. 
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Ewing Galloway 


Today’s Foundation 
For Post-War Stability 


I. the relatively modern history 
of this disturbed globe—say the 
last century and a half—every ma- 
jor war has been financed in large 
measure by inflationary means which have produced in- 
flationary results; and each such inflation has in due 
course been followed by a severe and prolonged de- 
pression. 

This was true of the Napoleonic wars, of our Civil 
War and of World War I. In the light of historical 
experience, it is natural that people dread not only the 
tragic human losses of war but also its economic-financial 
losses and dislocations. 

Only the twisted Nazi mentality can glorify war for 
its own sake. On the other hand, it is a fact that fear of 
economic-financial disaster is always exaggerated during 
the course of a war. It is literally an economic-financial 
disaster only if you lose the war—and we are not going 
to lose it. 

As regards our material civilization, would we be more 
advanced now if there had been no wars in the history 
of America? The question, of course, is not really 
answerable. But before you take the pro side of such 
a debate you must make allowance for the lasting benign 
results of the exceptionally rapid technological innova- 
tions that every modern war has induced. And you 
must acknowledge that a limited monetary inflation— 
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such as that which we experienced 
in World War I and which is en- 
tirely distinct from the unlimited 
monetary inffation which Germany 
went through after losing the last war—leaves the real 
national wealth greater rather than lesser, whatever the 
varying hardships upon individuals. 

The real strength of a nation centers in its physical 
and human resources for production. Financial resources 
and machinery, however important, are secondary to 
production resources. Whether a nation is financially 
rich or poor, weak or strong, must always depend in the 
final analysis upon its means of production and the 
ability of its people to use them efficiently. 

I have said that a limited monetary inflation—and 
there is no reason to believe that the present one will be 
otherwise—can facilitate a lasting gain in real national 
wealth. Look back at World War I. Peace found us 
with an enlarged and improved industrial capacity; 
accelerated progress in new industries such as automo- 
biles, chemicals and aircraft; a big lift in engineering and 
scientific knowledge; an increased efficiency of human 
labor; and a greatly increased supply of money, chiefly 
represented by bank deposits. So far, so good. 

But we were far more ignorant then than we are now 
of what is required for the sound public management of 
a war economy. Thus we let commodity prices get out 
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were not God-ordained. They were man-made, 





If we have learned something about (1) the 





economic requirements of a workable peace and 
(2) the management of our modern monetary- 
credit mechanism—I think we have learned a lot 





in both respects—such mistakes need not and 
probably will not be made again. 





When Peace Comes 


It is perhaps futile to speculate on the char- 








acter of the peace. Yet it should be obvious, I 
think, that the day of narrow isolationism for 
the United States is permanently over. And it 





seems equally obvious to me that the day of 
“Old Guard” or stand-pat leadership—the day 
of leaders such as Harding, Coolidge or Britain’s 




















Chamberlain—is also gone for our time. The 
United States and Britain are fighting the war 
under leaders whose sights are liberal, broad and 
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high. The times make these men. If they were 
not Roosevelt and Churchill they would almost 








of hand and reach speculative excess in the early post- 
war period. As a result we had to go through the severe 
but relatively short inventory-price depression of 1920- 
1921—despite the fact that there was a very large ac- 
cumulated need, domestic and foreign, for civilian goods, 
despite the fact that our resources of production were 
greater than ever before, despite the fact that there was 
more money in the banks than ever before. 

With commodity price adjustment out of the way, 
soon began our greatest industrial and financial boom. 
Looking back it was inevitable. Goods were needed here 
and throughout the world. We had the materials, the 
factories, the money in the banks and the enlarged credit 
resources for further expanding our monetary supply. 
As I see it, there were two principal things the matter 
with that period: (1) the economic foundation of the 
peace written at Versailles was unworkable, with the 
result that the loans which financed our foreign trade 
boom were in large measure unsupportable; (2) the Gov- 
ernment policies with respect to both its own fiscal man- 
agement and the swelling utilization of private bank 
credit for speculation in security prices can be seen in 
retrospect to have been just plain stupid. 

The relatively rapid retirement of outstanding Federal 
debt—hailed with rejoicing at the time by all “conserva- 
tive financiers”—resulted in shifting billions of dollars of 
investment funds mto corporate securities, especially 
common stocks, over a too short period. This naturally 
contributed greatly to rising stock prices; and rising 
prices attracted more and more of a speculative fol- 
lowing. Compounding the Coolidge-Mellon Adminis- 
tration’s error of too rapid Federal debt retirement, 
Reserve Board credit policy encouraged speculative ex- 
pansion of bank credit for security purchases as late as 
1926-1927, permitted it to run on in 1928 and got up 
nerve enough to put its foot down only in 1929 when the 
fat was already in the fire. 

Now the mistakes of that boom and the mistakes of 
the Hoover Administration in permitting deflation to run 
its dreary and seemingly interminable course until 1932 
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certainly be men of generally like mind. The 
point to emphasize is that the character of the 
war leadership must necessarily in large measure de- 
termine the character of the leadership in making the 
peace, so far as the U. S. and Britain are concerned. I 
have faith that it will be a better, sounder, more endur- 
ing peace than the last time. 

And if it be true that our conduct of the war will shape 
the peace, it is even more obviously true that the wisdom 
with which we manage our war economy will determine 
more than anything else whether peace is followed by 
economic instability and depression or by stability and 
prosperity. 

Some aspects of the Administration’s war-economy 
program are open to valid criticism, especially as regards 
inadequate candor, the timing of application of neces- 
sary controls and the stubborn vitality of politics as 
usual. But on the whole, the principles developing are 
the right ones. On the whole, the Administration is 
moving in the right direction. 

And, by and large, our people, in the individualistic 





0 BILLION DOLLARS 





1 — 10 
DIRECT RELIEF ETC. 









NATIONAL INCOME 














8 PAYMENTS 8 
ENTREPRENEURIAL INCOME 
6 es A 





’ iy LA | 7 
VWRY 


Z™. 


DIVIDENDS AND INTEREST 


SALARIES AND WAGES 
‘39 “40 





4 








ie 


4) “42 




















THE MAGAZINE OF WALL STREET 





wh 
fla 


CO! 
sig 
inf 
ag 
art 
his 
the 


gre 


pre 
for 
an 
aft 


BILLION DOLLARS 














ade, 
the 
and 
ary- 
2 lot 
and 


har- 
is, I 
. for 
id it 
y of 
day 
ain’s 
The 
war 
and 
were 
nost 
The 
the 
de- 
the 
i. 3 


dur- 


1ape 
dom 
nine 
| by 
and 
omy 
ards 
‘CeS- 
$ as 

are 


istic 


ME 


ST 





EET 


conduct of their own finances, are showing wisdom— 
which makes me suspect that the much publicized “in- 
flation gap” between purchasing power and available 
consumer goods (though a statistical fact) is not as 
significant as it is supposed to be in its relation to the 
inflation threat. Despite the usual exceptions, the aver- 
age worker with more money to spend is not rushing 
around to buy profligately. On the contrary, he and 
his missus are shopping around prudently, paying down 
their debts, putting savings aside for the future at a 
greater rate than ever before. 

All of which is to the good. All of which enhances the 
prospect for stability at a reduced—but adequately com- 
fortable—living standard for the duration of the war; 
and for stability at a high and rising standard of living 
after the war. 


The people evidently believe that inflation control will 
work, are less inclined to continue purchases for hoarding 
and more inclined to revert to normal buying habits. 
And considerably more of the money that can’t go into 
new automobiles or new homes or other non-available 
durable goods is going into savings than is being diverted 
to other spending outlets. 

The Department of Commerce comments on the 
“rapid growth” of individual savings in recent months 
as an encouraging sign, suggesting that the inflation gap 
may be smaller than “has been forecast by some esti- 
mators.” Its own figures amply support this statement. 
In January, it says, savings were at an annual rate of 
$15,900,000,000 or an increase of nearly 53 per cent over 
January, 1941; and in February it adds, savings 
jumped to the somewhat astounding rate of $18,400,- 

000,000 a year. 
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As compared with February, consumer de- 
25 mand has declined substantially while consumer 
income has continued to rise. Therefore there 


” 

« must have been further increases in the rate of 
205] savings. This trend is quite certain to be in- 

} : 

ra) tensified over the balance of the year, for the 
15 S| Year-end will find total income payments sub- 

3| stantially higher than now and total supply of 

= goods substantially lower as inventories of scarce 


10 items are depleted. 

Thus it will not surprise the writer if in the 
not distant future our people are voluntarily 
putting aside savings at a rate in excess of 
$20,000,000,000 a year. If that is true, there is 
r) good reason to believe that the Treasury’s 
present program of selling $10,000,000,000 a year 
of war bonds to investors will prove successful. 











The OPA tells us that consumer income this year 
will be at least 112 billions of dollars, and that taxes 
and savings will come to about 31 billions, leaving 81 
billions available for expenditures for goods and services. 
It estimates the value of the 1942 volume of consumer 
goods and services to be available at 65 billions, in terms 
of 1941 prices. The difference between the latter figure 
and money income available for consumer expenditure 
is 16 billions—the “inflation gap.” 

Even if price freezing and informal wage stabilization 
work effectively, living costs this year will average ma- 
terially above those of 1941—the increase absorbing a 
moderate part of the surplus purchasing power. Taxes 
paid by individuals will also be higher than in 1941, but 
by far the greater part of the “gap” must and will be 
closed by increase in savings—predominantly in the form 
of purchase of war bonds. 

It is probable, I think, that O P A is underestimating 
the savings trend and over-estimating the inflation 
threat. At this moment there is enough consumer pur- 
chasing power available to denude the stores of goods 
in short order, but there is no buying rush. In recent 
weeks the gain in dollar volume of department store 
trade over a year ago has been much less than the dif- 
ference in prices, which means a reduction from a year 
ago in real physical volume of demands. There is still 
a goodly assortment of “hard goods” available from pre- 
viously acquired inventories—and nothing like a real 
stampede even for these. 
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Present sales would be much higher than they 
are except for two factors: (1) people are uncertain as 
to the tax program and (2) the considerable talk about 
compulsory savings at some future time. When you 
are uncertain what your income tax liability is going to 
be, you naturally tend to hold on to surplus cash rather 
than put the maximum possible amount in war bonds; 
and when bureaucrats warn of compulsory savings 
ahead, that has the same retarding effect upon war bond 
purchases as does income tax uncertainty. 

But with respect to economic-financial stability in the 
war period and the post-war period, it is immaterial 
whether the prospective huge accumulation of individual 
savings is voluntary or compulsory. Either way a huge 
fund of liquid wealth is being stored up in individual 
ownership. 


Building Up Demand 


At the same time, the indefinite stoppage of produc- 
tion of consumers’ durable goods and of much capital 
equipment of the civilian industries—plus the progres- 
sive wearing out of existing durable goods—will create 
a huge deferred demand to be filled after peace comes. 

In short, we will for the duration of the war (1) 
greatly enlarge our means of production; (2) further 
increase the efficiency of both machines and men; (3) 
accumulate a large deferred demand for civilian goods; 
(4) build up hugely the monetary means of fulfilling the 
demands. (Please turn to page 202) 


169 




































































Pt 
i 
; 
¥ 
' 


A AEE 





CR a ng Whe Sa 
7 Ne REACTED FE WAS ihe 


FP RR Rh 


4 I A A IIB. cA eA kt 
och te aa Ned it wl is 3 Unto Boa 2 Seat eS eda nan 


maa 





\ 


<< 








a first quarter earnings reports appear to 
confirm the impression that average corporate earning 
power for this year is in for a reduction of not more 
than 25 per cent from the very high level of 1941—a 
reduction wholly attributable to allowance for much 
higher corporate taxation. 

Already a goodly number of dividend reductions have 
been announced and there are obviously more to come. 
Although earnings and dividend changes have identical 
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Companies Showing Gains in 
First Quarter Earnings 
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e 1942 1941 

= Atchison, Topeka & Santa Fe Ry............. $2.97 $0.31 

= Universal-Cyclops Steel Corp................ 0.73 0.41 

= Twentieth Century-Fox Film Corp............. 0.28 0.03 

= Atlantic Coast Line R.R......... 0.00 e eee ee 5.82 4.07 

= International Products Corp.................. 0.37 0.27 

= Montgomery, Ward & Co... e eee 0.61 0.47 

= National Container Corp.................... 0.89 0.68 = 
= Stone & Webster, Inc................-.0000- 0.17 0.15 = 
= Abbott Laboratories..................00005 0.74 0.73 = 
SP MR iio nsvnnsenoncdsvcaiesoss 0.40 0.22 = 
= American Bosch Corp...............0.0205 0.49 0.22 = 
= Federal Mining & Smelting Co............... 1.35 12%6 0 = 
= Hudson Motor Car Co.........22.0...00-05+ 0.13 0.01 = 
= Packard Motor Car Co...........0. 0.200200 0.07 0.02 = 
a Western Union Telegraph Co................ 1.25 1.23 = 
= Rheem Manufacturing Co................... 0.72 0.37 +£ 
= —Celenese Corp. of America.................. 0.98 0.84 = 
2 Union Bag & Paper Corp............+6 Sepietls 0.60 0.33 = 
i - National Condy Co...................00085 1.74 0.10 = 
= Sharpe & Dohme, Inc....................005 0.31 0.19 = 
Se CRIED cais ice oss.psaesescsennce 0.52 0.47 = 
= Century Ribbon Mills, Inc.................04 0.16 012 2 
= Darby Petroleum Corp...................... 0.49 0.32 = 
= Diamond T Motor Car Co......0.... see 0.57 oo 860d 
= American Commercial Alcohol Corp.......... 0.92 0.25 = 
eee ry eT eee 0.29 0028 = 
El 0141 
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broad trends, usually there is a considerable lag in the 
timing relationship. That is, when earnings rise, divi- 
dends are not immediately raised in full proportion. 
Normally the same is true in reverse. The reasons are 
obvious. Thus, if indicated earnings shrinkage of 25 
per cent this year were a “normal” trend, due to decline 
in business volume, one could reason, that average 
dividend reduction this year would be considerably less 
than 25 per cent. 

But the situation is not in any way “normal.” We 
are seeing a tendency to cut dividends more promptly 
than usual, and in more severe proportion to indicated 
earning power than usual. There are various reasons 
for this. In addition to the tax factor, the handling of 
extraordinary volume puts pressure on managements 
to conserve cash working capital at the expense of 
dividends. And in the face of the manifold uncertain- 
ties of war and post-war adjustment, corporate policy- 
makers are more concerned with the matter of survival 
than any other consideration, including stockholders’ 
dividends—hence the tendency to set up large “contin- 
gency” reserves. Finally, with burdensome tax legisla- 
tion pending, some corporations apparently think it 
smart to “put the worst foot forward”—to calculate 
earnings “conservatively” and to shave dividends 
promptly. 

There are, however, some mitigating aspects of the 
general earnings-dividend picture that investors would 
be well advised to keep in mind. In the first place, there 
appears to be substantial ground for believing that mar- 
ket prices on the average have fully discounted higher 
taxes on the one hand, lower profits and dividends on 
the other hand. In the second place, the full weight 
of the corporate tax increases proposed by the House 
Ways and Means Committee is likely to be at least 
somewhat modified by provision for a tax credit: against 
debt reduction or provision for a post-war refund of 
part of the excess profits taxes paid or both. 

In the third place, and having a bearing on real equity 
values, the contingency reserves now being set up are 
tantamount to unreported earnings. Unless and until 
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dissipated by inventory losses or other losses, they are 
the equivalent of surplus profits, adding to the equity 
behind common stocks. 

As for the quarterly earnings statements themselves, 
few general conclusions are possible and probably never 
before has it been necessary to look so carefully behind 
the reported figures per share. Especially in cases 
where an increase is shown over the first quarter of the 
preceding year, you are likely to be misled if you take 
it at face value. The net income may have been stated 
on the basis of existing tax rates, in which case real 
earning power is over-stated; or it may have been cal- 
culated on the basis of the Treasury’s original tax pro- 
gram, in which case there would be overstatement of 
earnings of companies subject to heavy excess profits 
taxes but understatement of earnings of companies to 
which the normal tax and surtax are most important; 
or the company may simply have made some arbitrary 
allowance for higher taxes, in which case only the future 
can reveal how accurate the allowance was, with corre- 
sponding upward or downward adjustment of reported 
earnings of some future quarter. 

You not only have to consider varying treatment of 
taxes by the individual companies. You have to decide 
whether reported earnings are behind a trend; that is, 
whether the factors responsible for earnings in January, 
February and March are changing for better or for worse. 

For example, take the case of Ohio Oil. Net per share 
for the quarter was equal to 40 cents or not far from 
double 22 cents per share earned in the first quarter 
of last year. With increase of nearly 50 per cent in 
amount set aside in anticipation of higher Federal 
taxes, as compared with indicated liability under pres- 
ent tax rates, the reported earning power can be taken 
at face value so far as the tax treatment was concerned. 

But to get this betterment in earnings it required a 
sales gain of approximately 27 per cent over total 
for the first quarter of last year. What about the sales 
outlook now? There is every indication that, primarily 
as a rubber conservation measure, enforced curtailment 
of gasoline consumption will be broadened in the rela- 
tively early future to include the whole country. In 
that case, this company’s rising sales trend will be 
reversed, as has already been the case for various 
other oil companies which, unlike Ohio Oil, are pri- 
marily or importantly dependent upon consuming mar- 
kets in the Eastern states now under rigid gasoline 
rationing. Whatever first quarter profit figures, offi- 
cials of several of these companies state frankly to 
shareholders that the current earnings trend is down. 

In a directly opposite class are the first quarter 
reports of most of the automotive companies. Here 
profits are far under levels of the first quarter of 1941, 
reflecting expense of conversion to war work, in some 
cases a temporary reduction in volume and in all cases 
lower profit margins on war orders than on former 
business. But for most such enterprises the worst has 
been seen in the changeover. Trend of volume is up 
and will remain up “for the duration.” Increased vol- 
ume and increasing operating efficiency will be impor- 
tant offsets to higher taxes. Thus in most of these 
cases, if you simply multiply first quarter net per share 
by 4, you will get a figure which probably will prove 
well under actual final results for this year. 
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Companies Showing Declines in 
First Quarter Earnings 
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= 1942 1941 

i CARN O Catbin cs... 25... ne inccatins $0.13 $0.18 

= _Lowisville & Nashville R.R...........0.0000- 2.86 3.28 

Oe WU iiarcne sos bss ce stnchees 1.31 1.36 

= American-Hawaiian S. S. Co............---- 0.77 1.37 

= Aseticen Sesting Co..............0e.eeeeee 0.47 0.74 = 
= Columbia Gas & Elec. Corp................- 0.07 0.31 = 
= CORI COs 5 voi co ode necewess 1.57 2.03 
5 CONE ao c5 Sok wecnc's oxo np ome 0.35 0.44 = 
= Intemational Nickel of Canada............... 0.52 060 6s 
= a ee 0.72 1.31 =| 
= Weleus Detinnind Coen. 605. 6s cece ciccae 3.47 3.89 = 
= Great Northern Paper Co................... 0.43 0.68 = 
= Siesta Wem, Wie ooo ce. cckcescccisaes 1.53 1.86 = 
Oe Was 2ccs ss cakidesecees 0.14 0.39 = 
= Briggs Manufacturing Co.............-...... 0.47 0.93 = 
= WRU MIID oes lawn «cane cna yseseeuca 0.27 0.41 2 
= Thompson Products, Inc.........00000..0.04. 433 13806 Og 
= United Gas Improvement Co................. 0.15 0.24 = 
= WU REG o505 ech os. So se ccew eke 0.16 1.02 = 
= Pape RINNE Oo oo 5 6 cbc do sadn caddies 0.30 0.38 = 
= Smith & Corona Typewriters, Inc.............. 1.41 1.46 3 
= Willlson Produets, Inc........ 00.0.0... 000, 0.37 0.75 = 
= Electrolux Corp...... eRe bere eee aes 0.15 0.35 = 
= Mattin-Pamy Comp...........0---02.0000e. 0.14 099 == 
= National Cylinder Gas Co......-.-. 000 0.27 031 2 
= Cleveland Graphite Bronze Co............... 0.53 1.65 = 
= es CIN eat sh. cocoon din rae cae 0.84 0.94 =| 
ESTA TTTATTHTHTTTT 0 





Briggs Manufacturing Company is a representative 
example of this kind. First quarter net was only 47 
cents a share, against 93 cents a share for the like period 
of last year. Volume, though not statistically reported, 
was stated to be “low,” due to incomplete retooling for 
war work. But the retooling is making steady prog- 
ress with the result that volume will be progressively 
higher over each of the succeeding quarters of the 
year. On the basis of maximum proposed taxes, 
Briggs—when it hits its volume stride—figures to have 
earnings around $2.25 per share or nearly 20 per cent 
above the reported rate for the first quarter. 

The International Paper report is a perfect example 
of the impossibility of calculating earnings accurately 
in the absence of final knowledge on tax rates. This 
report, and many others, was made up before the recent 
tax formula of the House Ways and Means Committee 
was announced. It allowed for taxes on the basis of 
the earlier proposals made by the Treasury. On that 
basis, net per common share for the first quarter was 
72 cents or a sharp reduction from $1.31 per share 
earned in the like period of last year.. But this com- 
pany will be hit more by the higher excess profits tax 
of the House Committee than it will be helped by 
the committee’s downward revision of the Treasury 
plan as regards normal and surtaxes. On the basis of 
the House Committee’s formula, first quarter net would 
have been approximately 20 per cent lower than that 
reported. 

Since it is likely that the House committee’s version 
—40 per cent combined nor- (Please turn to page 205) 
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Charles Phelps Cushing Photo 


Price Administrator Leon Henderson is rapidly losing 
the congressional popularity and trust into which he 
talked himself last year. Three factors contribute to 
this decay: (1) Henderson’s bland assurances before 
congressional committees a few months back that general 
price fixing in this country would never be necessary, 
(2) his selection of state price control staffs without 
consulting congressmen, and (3) his victimizing of 
Congress on gasoline rationing cards by directing that 
X cards be issued to lawmakers and then running to 
cover when criticism broke. Probably the most offend- 
ing words bombing the Henderson ears in months 





Washington Sees: 


Susidization of business caught between maxi- 
mum prices and mounting costs is shaping up as 
a one-man bureaucracy of most realistic impor- 
tance to American economy. 

Congress will delegate to Price Administrator 
Henderson virtually unlimited authority to let 
business be suffocated by price blankets or keep 
it alive with subsidies. Honestly administered, 
the law can be of vast benefit. Politically ad- 
ministered, it can drain the Treasury, strew 
wreckage over a wide area. 

Great Britain in 1941-42 spent $500,000,000 to 
subsidize business and keep prices down. Canada 
has similarly disbursed $2,000,000. In both na- 
tions the program appears to be largely immune 
from politics. Some needy business has been 
saved, economic operation has been forced upon 
others, taxpayers’ money has not been trashed 
away on political fence building. 

At home our problem is fraught with greater 
dangers. Our business empire is more vast. Our 
bureaucrats are more responsive to political pres- 
sure. The test of our system won't be long de- 
layed, will come shortly when Henderson is 
pressed to grant subsidies likely to benefit Demo- 
cratic candidates in November. 








BY E. K. T. 
































whistled over the telephone line when House Speaker 
Rayburn ordered the price boss to issue a statement 
vindicating congressional acceptance of X cards. Hender- 
son promised—then only halfway kept his pledge. 


Congress still likes to needle Roosevelt—when this can 
be done in private. Wayne Coy, presidential mouth- 
piece, so learned when he telephoned Chairman May of 
the House Military Affairs Committee that the President 
wanted Federal Security Administrator McNutt given 
unlimited authority to fix Federal payments to families 
of drafted men. May put down the telephone, returned 
to a closed meeting of the committee, and promptly that 
group voted down the McNutt proposal. Only one 
member dissented. 


Army control of commercial airlines ordered by the 
President came as a stunning shock to operators and 
official Washington alike. The Army didn’t want it. The 
CAA didn’t want it. The WP B didn’t want it. But 
Harry Hopkins and Jesse Jones did, so the directive 
went through. Real fact is that the Army has been 
entirely satisfied with airline cooperation, has been pri- 
vately assuring the lines they could get delivery of new 
planes this fall. 


Dehydrated food industry is set for a mammoth boom. 
W PB has okayed necessary new equipment. Dried eggs 
were the pioneer. They give a hint of what’s to come. 
Capacity of dehydrating eggs bounced from 40,000 
pounds annually last summer to 170,000,000 pounds by 
fall, to 250,000,000 pounds currently, with another 100,- 
000,000-pound enlargement ordered. That’s the pattern 
to be followed in feeding a growing AEF. 


Power Commission Chairman Olds doesn’t seem to 
know when he has ceased to be important. WPB has ff 
completely denuded the Power Commission of wartime 
importance simply because Olds refused to smoke the 
peace pipe with power companies in a cooperative effort 
to spread power and keep plants humming for the dura- 
tion. 
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§ : ‘Metals adnins 3 ies, It means (1) more pressure on 
| doncodaen iat industries, (2) fewer new war plants, (3) stopgap main- 


tenance of-existing facilities, (4) curtailment of planned electric power 
expansions, (5) growing use of the production requirements. plan. 


Here's -evidence of ‘this trend: (1) restrictions on non-defense 
“usage of scarce materials are daily being tightened; (2) priorities for 


} new war plants are being withheld and orders have gone out to convert 

“existing structures where possible; (3) applications for maintenance 
“supplies are ignored; (4) priorities are being denied power expansions 
other than those already. under construction, and generating equipment is 
being taken away. from plants with a surplus and transferred to spots with 

_a@ deficit; (5) production requirements plan, close kin to actual 
alTocation, comes into increasing application. 


= 
Maintenance work has been definitely subordinated to new 


fabrication. Where there's competition for scarce items, the new job gets 

priority. A power plant in the heart of vital Connecticut defense industry 

sill has been unable the last three months to get a WPB okay on $750 worth of 

vies bolts for maintenance simply because those same bolts are in great demand 
for new boilers; That's how tight the squeeze really is. 
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Materials shortage highlights the possibility of troublé between 
. é WPB and OPA. War Production Board is charged with getting materials for 
a the war effort. Price Administration Office task is to keep civilian 
si consumers supplied. There aren't enough materials for both. A collision 
ihe of authority is possible which may find Price Administrator Henderson - 
give going to the White House for lip service. 
umilies Power rationing looks certain for New York and New England. 
turned Rationing in Canada by fall is inevitable —expansion of aluminum 
y that production alone makes that unavoidable. WPB will order New York and New 
yo England to up. power exports to Canada, thereby necessitating rationing 

in both those areas. Defense plants will get their requirements. 

Residential and commercial users will bear the brunt of the curtailment 
y the x : 
~ — you may have to stow away your electric grill and percolator for the 
_ The duration so far factories may keep roaring. 
: But Out in the West also you're. going to pinch on power. The 
a tremendous war industry installations now building in Texas point toward 


been 
n pri- 
f new 


‘an electricity shortage. That means economizing and possibly rationing 
in Texas and surrounding states. 


Watch for a WPB crackdown on SEC.. WPB wants the death sentence 
in the Holding Company Act stayed until after the war. SEC vows it will 
ne continue to smash the big power systems. This fencing will end with 
| eggs Donald Nelson ordering SEC to lay off the utilities for the duration just 
ne as he squelched the Federal Power Commission when. that outfit insisted on 


0,000 : 
Je bal prosecutions as usual. 


100,- The empty tooth paste tube drive is proving pretty much of a 
ittern flop and WPB doesn’t propose to do anything about it. Chain drug stores 
have a good record of requiring customers to turn in old tubes but the 
independents haven't. WPB isn't much pertubed, never did think highly of 


t 
al this crusade. 


rtime Abatement but_not elimination of the eastern gasoline and oil 
> the shortage is in sight. Railroads, now moving around 650,000 barrels 
effort daily by tank car, have a good chance of lifting the total to 800,000 
Jura- barrels, may stretch it to 900,000. That leaves a deficit of at least 
800,000 barrels in the estimated daily 1,700,000 barrel consumption of 
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the Atlantic states. It's hardly Likely other carriers can supply such — 


an amount for months to. come, with tankers definitely out of the picture. 


Barges and towboats on inland waterways appear to have an edge 
over the proposed 24-inch pipeline from the mid-continent oil fields to 


New Jersey. Defense Transportation Office is now drafting a plan for 
accelerating the flow of petroleum products up the Mississippi Valley to 


the Great Lakes and thence to the Hudson River. Barges and towboats would 


cost less, would consume smaller quantities of vital materials, and could 
be put into operation quicker than the pipeline. 


Keep.an eye peeled for trouble between the Army and Office of 
Censorship. OCC claims the Army is too tough, doesn't want anything on 
the war printed. OCC occasionally permits newsmen to write things the Army 
wants suppressed. The shoulder bar boys don't like that and are mumbling 
complaints that may cascade into a roar one of these days. 


Come down to Washington and irate Congressmen will show you 
thousands of feet of copper pipe just laid in open ditches as a sprinkler 


system for a Capitol Hill lawn that sported grass these last fifty years 
apparently the pipe already in position isn't to be lifed for war use. 
WPB officials shrug off the abuse as one of those mistakes that are 
without the aid of sprays. Tardily the WPB has stopped the project. But 
inevitable in a selfish economy. 


Meanwhile, pp in Norwich, Connecticut, a trade school to train 
workers for important.defense industries is being held up because pipe 


connections for toilet facilities can’t be found. -That’s the type of 
petty bungling WPB seems unable to purge. 


Machinery shortage is preventing reopening of submarginal copper 


mines. Many such mines can't be rehabilitated for months, possibly not 
before next year. This stems from long-time unwillingness of Washington 
to recognize the need of a price differential for these high-cost 
producers. When the five-cent subsidy was finally allowed, the machinery 
shortage was on. 


The House won’t vote to tax securities issued by states and 
municipalities —either those already issued or to be floated. That 


upsets Treasury Secretary Morgenthau's money cart. He will renew his 
fight in the Senate but.can's more than half-way succeed. The Senate won't 
tax outstanding securities —may be pressured into laying a levy on new 
ones. ji 


Threatened shortage of canning vegetables this year is very real 


—makes it look as though you may have to carry a ration card for some | 
canned goods this fall. Planting : intentions indicate production goals set 
by the Agriculture Department won't be attained. Farmers have held down 
their acreage because of hired hand scarcity and uncertainties of tin 
supply for canners. Agriculture Secretary Wickard’s men are now trying to 
pressure the growers into expanding late plantings, but farmers distrust 
Wickard and may hold back. 


Sales tax has -become just a question of when. It's inevitable, 
if not this year, then next. But Administration task men are determined 


to put it over until after elections, and may succeed if the Treasury is 
willing to settle for a 1942 revenue bill bringing in much less cash than 
originally requested. 
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and Rubbers 









































BY A. BANCROFT WELLS 


- impossible has happened! 

The United States, greatest producer and user 
of petroleum, has a shortage of it along its East- 
ern seaboard and is rationing gasoline. The 
United States, the world’s greatest user of rub- 
ber, has no new automobile tires for the use of 
civilians. So, you see, it CAN happen here. 

The above two positive statements open the 
floodgates for several queries, some answerable 
and some not. The shortage of rubber, as all 
know, is due to the fact that the source of sup- 
ply has been severed by war and the shortage 
of gasoline in certain areas is the result of tanker 
snkings and transportation problems due to 
the war. 

The press and the radio have given consider- 
able space and time to explaining why such a 
* # condition exists, but nothing but theories have 
been advanced as to how this situation = 
can be permanently corrected and what 
effect, if any, the disruption of normal 
motor uses will have on the economics of 
this Siamese twin industry. Rubber and 
petroleum, two separate industries from 
the standpoint of organization and op- 
eration and from the point of view of the 
investor, are in fact wedded to each 
other through the affinity of the auto- 
motive field, and their prospects are 
now almost indivisible. Each is de- 
pendent upon the other for future suc- 
cess or failure and the wind that blows 
il on one leaves pain and suffering to 
the other as, conversely, good tidings 
bring financial happiness to both. 

The most acute situation is that of 
tubber. In fact, lack of rubber is threat- 
ening to disrupt the entire retail sales 
picture of gasoline, especially in the ra- 
tioned areas. 

Therefore, we will delve into the rub- 
ber situation first. The rise in impor- 
tance of rubber to the American eco- 
nomic scene can best be appreciated by 
glancing at a few import figures. In 
1915 world production was 150,000 tons FF. P. G. Photo 
of natural rubber; in 1920 it had risen Two sources of rubber, above a synthetic rubber plant of a Standard oil of N. J. 
to 300,000 tons and by 1941, it reached subsidiary. Below salvaging used tires. 


















MAY 30, 1942 175 








eee cee 


United States Rubber Company's textile mills, which formerly produced 
tire cord and fabric, have been converted to the manufacture of duck for 
military purposes such as the army water bags shown above. 


1,500,000 tons. The bulk of the world’s rubber supply 
comes from the Far East from natural rubber trees 
originally found in Brazil. When you stop to consider 
that the average rubber tree is 80 feet high, and three 
to four feet in diameter, planted 100 to the acre, and 
that in the Far East there are approximately 9,000,000 
acres of rubber trees, whose average output is about 
31% pounds of dry rubber per tree a year, you can realize 
just what the loss of these plantations means to the 
industry. Incidentally, it might be well worth while 
mentioning that destruction of these rubber plantations 
by sabotage is almost impossible. To cut down or up- 
root these tremendous trees was impossible before the 
Japanese invasion and to set fire to them is far too 
costly in oil, it being estimated that it requires a barrel 
of oil to burn down one tree. 

Although rubber trees grow wild in Brazil, their birth- 
place, man’s scientific knowledge has played an impor- 
tant role in rubber production. The yield of the culti- 
vated trees is considerably greater than those in their 
native habitat. In fact, 98 per cent of the world’s rub- 
ber comes from the Far East including Ceylon, and only 
2 per cent from Africa, South America and elsewhere. 

The source of natural rubber being cut off industry 
is turning to alternatives so let us review this situation. 
Two not very hopeful substitutes are guayule and the 
Russian dandelion or kak-sagyx. The cost of rubber 
produced from either of these products is high, con- 
siderably higher (than natural rubber which can, in 
normal times, be laid down in New York for about one- 
fourth of the cost of the vegetable type. In addition 
to this it takes time to produce guayule, no successful 
harvest being possible until the third or fourth year after 
planting. For maximum results a five year growth 
period is necessary. The first commercial yield this 
country can expect is in 1945 from seed planted in 1941 
and 1942, with a better crop likely in 1946. But to make 
matters even worse there is a scarcity of guayule seed, 
only sufficient being on hand to seed 75,000 acres. The 
average yield, anticipated for 1946, is 1,700 pounds of 
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dry rubber to the acre. A long way from fill 
our needs. California guayule contains 15 pe 
cent resin and 85 per cent rubber, and accordj 
to chemists, is not suitable for tire treads being 
only suitable for carcass stock and will ult. 
mately deliver only about 90 per cent of. the 
mileage of natural rubber. 

The Russian thistle, or dandelion as it is als 
called, can be harvested the same year as plant. 
ing and will yield from 100 to 200 pounds ap 
acre, but there are no samples of the plant avail. 
able in this country and, as far as can be ascer. 
tained, no seeds in transit. 

Of course our best bet is synthetic rubber. Its 
chemistry is still evolutionary—one source js 
from petroleum through butadiene, a petroleum 
by-product. The farmers of the nation have 
charged through farm-bloc senators that rubber 
can be made from surplus farm products, such 
as potatoes and grains, for as little as five cents 
a pound. 

All substitutes for natural rubber will be in- 
adequate to meet our total needs for a consid- 
erable period to come. It takes time to produce 
rubber either synthetically or otherwise. In 1900 world 
production was 90,000 tons, about 6 per cent of the 1941 
yield. That is when the British started their rubber 
plantations in the Far East. Last year the capacity of 
the rubber plantations was 1,500,000 tons and 1,300,000 
tons were actually shipped. Now let us consider prices. 
Before 1900 world prices were $3.10 per pound witha 
real shortage in existence and only 45,000 tons produced, 
almost all of it in Brazil from wild trees. Today Brazil 
declares it will cost 40 cents a pound to deliver rubber 
in New York. During the depression world rubber 
dropped to as little as 5 cents a pound and uncontrolled 
prices average about 10 cents with plenty of rubber 
available. Earlier, when the British controlled the price 
of rubber it had sold for a time above $1 a pound. The 
thrifty Dutch, sensing the profit to be made in rubber 
entered the field, smashed the monopoly and _ forced 
prices down. Eventually the Dutch and the British 
shared world rubber production on a 50-50 basis. When 
you speak of synthetic rubber with its potential prices 
of 30 to 40 cents a pound—a figure which increased pro- 
duction will eventually lower—you must remember that 
natural rubber can be sold F.O.B. New York for as little 
as 6 cents a pound and still allow a workable profit for 
the Far Eastern planters. 


Rubber Needs Mount 


World absorption of rubber has fluctuated consider- 
ably. In 1940 the world absorbed 1,083,000 tons, 60 per 
cent of which came to this country. Of this amount! 
tires and their by-products accounted for 75 per cent. 
World production was divided roughly: 85 per cent it 
Java, Netherlands East Indies and Malaya, with Ceylon 
producing about 75 per cent of the remaining 15 pet 
cent. Liberia, where Harvey Firestone pioneered rubbet 
production, yielded 11,000 tons of rubber last year, o 





which amount close to 8,000 tons were produced on the 
Firestone plantations. The original Ford plantation 
had to be abandoned because of a tree disease, and 4 
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new plantation set up some 20 miles further inland at 
a place called Belterra. 

The relation of rubber to petroleum can be well illus- 
trated when we consider that in 1941 there were about 
$4,000,000 motor vehicles registered in the United States, 
more than 30,000,000 being passenger cars. Last year 
there were 40,000,000 replacement tires sold, or a frac- 
tion over one tire for each vehicle registered. Our mini- 
mum rubber requirements for civilian use are set at 
400,000 tons a year, although we would normally use 
more than that. In 1941 we imported an estimated total 
of 811,500 tons of rubber; of which we consumed 648,500 
tons, and, at the same time we reclaimed 190,200 tons. 
The ratio of reclaimed to new rubber then was 23.3 per 
cent. In tires made of reclaimed rubber, which inci- 
dentally are inferior to those made of new rubber, the 
percentage in rubber is, 9 lbs. of reclaimed to one pound 
of new. 

For 1942 rubber arrivals are set as follows: 150,000 
tons “afloat” (that is, rubber taken from the plantations 
before the Japanese invasion and cached for shipment as 
vessels become available); 20,000 tons from South 
America; 11,000 tons from Africa, 47,000 tons from 
Ceylon and 3,000 tons from Mexico. It is estimated 
that in 1943 there will be none afloat; 30,000 tons from 
South America; 11,000 tons from Africa; 47,000 tons 
from Ceylon (provided the island isn’t captured by 
Japan); 3,000 tons from Mexico, and 44,000 from 
Malaysia not in Japanese hands, a total of 135,000 tons. 
By 1944 there will be but 107,000 tons, mostly from 
South America, Africa and Mexico. 

The British and the Dutch were not asleep when war 
broke out. As soon as the Japanese threat became 


evident rubber on the docks were shipped to safety 
points as rapidly as possible. It is expected that there 
will be considerable “bootlegging” of rubber by Japan- 
ese interests in the East Indies either through neutral 
sources or some other means, but it is impossible to 
determine just how much, if any rubber will be received 
in this fashion. 
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At the start of 1942 there were 693,000 tons of rubber 
in this country, with some imports still to come and 
synthetic output slowly rising. In other words no 
shortage for this year. Consumption for 1942 is esti- 
mated at 307,000 tons for military use; 199,000 tons to 
United Nations and 150,000 tons for civilian use, a total 
of 656,000 tons, leaving a moderate balance for 1943. In 
1943 arrivals are set at 135,000 tons, guayule 1,000 tons, 
and 300,000 tons of synthetics, a total of 932,000 tons; 
requirements will be 463,000 for military use, 199,000 
United Nations, 124,000 civilian, a total of 786,000, leav- 
ing a balance of 146,000 tons to start 1944, when arrivals 
will be 107,000 tons, 5,000 tons of guayule, and 600,000 
synthetic; a total of 858,000 tons; with requirements at 
463,000 tons for military; 199,000 tons United Nations 
and 196,000 civilian use, a total of 858,000—or no bal- 
ance. In other words by January 1, 1945 there will be 
no more rubber at present estimates. During the years 
1942, 1943, and 1944 about 350,000 tons annually of re- 
claimed rubber is expected to be produced but all of it 
will be consumed for general use in retreads, replace- 
ments, ete. 


Need New Sources 


Therefore, assuming the war lasts that long, by 1945 
we will be entirely dependent upon new sources of sup- 
ply, chiefly synthetic rubber. If conditions are good by 
the end of 1944 we may produce as much as 700,000 tons 
of synthetic and also spell the doom of private motoring. 
Since tire rationing has been in effect more than 1,000,- 
000 passenger cars are off the road; this year another 
1,000,000 or more are expected to be “retired” and 
thereafter this rate must progressively increase so that 
by 1945 when the “no rubber period” arrives it is esti- 
mated there will remain but 18,000,000 available cars. 

The rubber companies in the meantime are utilizing 
their facilities for other things besides tires. They are 
making barrage balloons, rubber boats and life rafts, 
pontoons, gas mask carriers and a host of other rubber 
and fiber war goods. 

Which all brings us to petroleum again. Gas 
rationing along the Eastern Seaboard was 
deemed necessary because of inadequacy of sup- 
ply brought about by shortages of tank cars for 
rail shipments, inadequacy of pipe line facilities 
and heavy sinkings of coastwise tankers by 
enemy submarines. The extension of gasoline 
rationing to the middle west, which may be 
effective when this appears in print or shortly 
thereafter, will be to conserve tires, not gasoline 
of which an adequate supply exists in the nation. 
However, if cars are kept off the road several 
things will be accomplished. First, tires will not 
wear out and will be available to the govern- 
ment if conditions demand such drastic action 
and, second, highway congestion will be elim- 
inated in case of invasion, troop movement or 
other emergency action. 

It is true plans are being discussed to con- 
struct more pipe lines. But at present they are 
more in the line of pipe dreams than pipe lines. 
First we must consider the lack of available 
steel. It takes a lot (Please turn to page 206) 
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* ewe blow was struck at inflation when retail price 
ceilings on most products went into effect throughout the 
nation. By one fell blow our entire retail business was 
placed upon a 100 per cent war footing and every person 
in the United States became an active participant in 
the war effort. Gasoline rationing, sugar rationing and 
curtailment of sale of automobile tires and other durable 
goods, although most extensive in its coverage, did not 
affect everyone, while price control leaves no loop-hole 
of escape for anyone. 

Realizing how important this latest Government regu- 
lation will probably be for, not only retail business, 
but business and industry as a whole, THe MAGAzINnE OF 
Wa. Srreet has contacted responsible retail and whole- 
sale merchants to determine what, in their opinion, 
the result of this action will be. While there was some 
slight difference of opinion on some of the phases of 
the present plan, some degree of approval or disapproval 
of the workings of the system, all agreed on one thing: 
“Tt is yet too soon to determine just what the result 
will be. The time to voice an accurate opinion is after 
the plan has been in operation for several months, inven- 
tories grow thinner and shortages actually exist in cer- 
tain soft goods lines.” 

This is no doubt true. It is still too early to speak in 
positive terms about the results of price freezing and 
its relation to our economic situation, especially as it 
relates to investments and retards inflation. But it is not 
too soon to analyze the situation, predicating findings 
upon experiences elsewhere and general market tenden- 
cies. This we propose to do. 

The freezing of retail prices is the second phase of 
overall price control, as promulgated by the Office of 
Price Administration. When a ceiling over sales of 
services at retail becomes operative on July 1, the gen- 
eral maximum price regulation plan will be complete. 
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Effects of 
Price Freezing 
on Merchandising 


Issues 


BY GEORGE W. MATHIS 


The first step, you will recall, was the selective ceiling 
on prices of manufacturers and wholesalers. 

The difference between our system and that in other 
United Nations is considerable. In other countries 
definite prices have been established for certain merchan- 
dise. Here no definite price has been set. merely a ceil- 
ing, based upon highest prices for the particular item 
during March of this year. There is NO prohibition 
against selling merchandise below the legal ceilinged 
price. Therefore. competition can still flourish although 
in a more or less restricted sense. The opportunity for 
department and other retail food and clothing stores to 
hold sales still exists. The stimulus of “bargains” be- 
comes more acute than ever and the opportunity, or 
should I say desirability, of advertising bargains remains 
as before. 

What “highest prices” actually mean is that retailers 
are required to post prices of designated “cost of living” 
items—more than a 100 of them in fact. The store- 
keeper must publicly display at the point of sale the 
legal ceiling for each article, but, if he desires, he may 
add his selling price, providing it is lower than the 
ceiling figure, a practice, you may be sure, many mer- 
chants will follow, at least on some items, as an induce- 
ment to buy. 

Just what psychological effect this will have on retail 
purchasing, the bulk of which is done by women, no one 
can say definitely until the plan has been in operation 
at least sixty days or more. It may, as some feel, stimu- 
late buying of articles priced at sub-celing prices; it may 
impose caution, as others feel, and induce saving. But 
it definitely will not kill retail trade. 

Of course as inventories decline and certain shortages 
become manifest in soft goods and inferior or ersatz 
materials take their place, “over-buying” should dwindle, 
and sales be restricted, more or less. to necessary pur- 
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chases. If, as is suggested, inventory control on a wide 
scope, with definnite limits in proportion to normal 
stocks, ts established, much will be done to stabilize 
retail seHing and prevent many smaller merchants from 
being forced to the wall. The OP A placed the value of 
retail inventories at the end of February at $6,875,- 
000,000 against $5,494,000,000 a year earlier, clearly 
indicating that many merchants, anticipating these new 
regulations, have stocked up as far as possible. 

It must constantly be borne in mind in considering 
prices and quantities of consumer goods that consumer 
income is certain to rise to new high levels during the 
remainder of this year and, unless some drastic curb 
is enacted (which at present writing is unlikely) con- 
sumer demand will not “taper off” just because of price 
control. Income, figured in terms of lower bracket in- 
come series, will probably rise from an annual level of 
$94,000,000,000 in April to a level of $98,000,000,000 by 
September. This increase will certainly stimulate con- 
sumer goods demand. Sales will therefore continue at 
high levels as long as store inventories bolster the de- 
creasing supply of goods. 

With inventories indices standing at approximately 
195, as against about 170 in January, 1941, the rate at 
which goods can be sold over the counters of stores will 
be high and adequate to meet demand for several months 
more despite the rapid contraction in the production 
of consumers’ goods now in progress. As a consequence 
the pressure on prices will not be strong until these 
store inventories are absorbed. By the end of the year 
the Index of Inventory will undoubtedly again be far 
below the 163 level where it was in September, 1939, 
when the war started. 

The larger department stores, chain stores, and food 
chains, such as R. H. Macy, Gimbel Brothers, H. L. 
Green, Interstate Department Stores, Jewel Tea Com- 
pany, May Department Stores and Reliable Depart- 
ment Stores, with their scientific buying and merchan- 
dising facilities and adequate warehouse space for excess 
inventories, will probably suffer less than their smaller 
competitors with restricted buying power, warehouse 
facilities and profit margins. Much will hinge upon the 
cooperation shown by manufacturers and distributors, 


as well as retailers, O P A officials point out. They warn 



































120 120 
RETAIL PRICES 
FAIRCHILD'S INDEX 
110 DEC. 31,1930=100 oe 
100 | 100 
90 90 
FINISHED PRODUCTS 
U.S.D.L. INDEX 
1926=100 
80 80 
‘39 “40 ‘41 ‘42 











MAY 39, 1942 


that where manufacturers, wholesalers and retailers were 
not willing to work out the profit squeezes cooperatively, 
the OPA will have to step in, to prevent puncturing 
of price ceilings under any circumstances. 

This probably will mean hardships for some retailers, 
but hardship or no hardship, ceilings must be main- 
tained to prevent the collapse of the entire system. 
According to Mr. Henderson the present ceilings are not 
perfect; certain adjustments will be found advisable and 
will be made as soon as possible provided these adjust- 
ments do not upset the complex economic pattern. 

By and large, workers who were dislodged in the pro- 
duction of civilian goods have found reemployment in 
war activity. The Federal Works Agency monthly esti- 
mates of unemployment show that there were 3.8 million 
unemployed for the month of December. During the 
month of April unemployment dropped to 3 million. It 
isn’t unreasonable, therefore, to assume that the Army 
and the Navy have absorbed 800,000 men during the 
last four months. Consequently, no net unemployment 
seems to have resulted from the conversion to all-war 
production. And, by the same reasoning, purchasing 
power will not be curtailed. 


Gap Will Continue 


In view of these conditions it is safe to assume that 
the inflationary gap will continue to exist. Administra- 
tion officials, clearly demonstrating that they are aware 
of the gap situation, have to date proposed no “cure-all” 
to alleviate this danger. All of the remedies proposed 
so far appear to be inadequate to meet the situation. 
The two proposals of Mr. Morgenthau to reduce income 
tax exemptions from $1,500 to $1,200 for heads of fam- 
ilies, and from $750 to $500 for single persons, and a 
proposal to levy a $5 head tax upon everyone who files 
an income tax return, whether or not his return is tax- 
able, are insufficient. 

An indication of what all this means to retail trade 
can be gained by the recent action of Montgomery 
Ward & Co., who having omitted the January-February 
bargain “flyer” because of shortages and rising merchan- 
dise prices, returned to the mail order custom of seasonal 
sales, according to their latest 164-page “Summer Book” 
recently off the press. Except for the fact that the cover 
contains the single line “Sale Ends August 31, 1942,” 
there is no special emphasis on the sale idea and a larger 
number than usual of stvles and merchandise are offered. 
A large number of price reductions are offered in a series 
of catalogue items, ranging from men’s and women’s 
shoes to curtains and linoleums. 

A grain of hope has been offered to the concern faced 
with a “squeeze out” because of fixed ceilings and rising 
costs by the Reconstruction Finance Corporation, which 
has received a recommendation from the Senate Bank- 
ing Committee to empower them to subsidize businesses 
which might be caught between price ceilings and rising 
costs. Congressmen declared they had incorporated 
such authority in legislation to increase the R F C’s bor- 
rowing power by $5,000,000,000. The RFC under the 
amendment would be authorized at the request of the 
Price Administrator and with approval of the Secretary 
of Commerce to “make payments in conjunction with 
the production, procurement, (Please turn to page 208) 
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Growing Demand by Shareholders for a Real Voice in Corporate Affairs 


and a Square Deal from Their Government 


A: this time when heavy new taxes are being formu- 
lated at Washington, to do what we can in behalf of a 
square deal for investors at the hands of their Govern- 
ment seems to us an urgent matter, meriting preference 
in available editorial space over the continuing pros and 
cons of relations between stockholders and their cor- 
porate managements. 

A letter from W. J. Brennen, of Scottdale, Pa., asks 
us to emphasize the seldom considered “moral side” of 
heavy corporate taxes. Mr. Brennen is absolutely cor- 
rect in pointing out that the income derived from 
corporate investment is taxed twice by the Federal gov- 
ernment—first as profit on which the corporation pays 
the tax, second as dividends on which the stockholder 
pays the income tax—whereas income derived from vari- 
ous other types of capitalist investment is taxed only 
once. The latter is true, for example, with income de- 
rived from farming, or from business partnership or from 
the realty holdings of non-corporate investors. 

Nor is that the whole story of tax inequity. The 
single Federal income tax paid by a partner in an 
unincorporated business concern or by an unincorporated 
landlord is based in principle and fact upon “ability to 
pay.” That is, the tax burden is governed by the indi- 
vidual’s status as to income tax bracket. Against this, a 
small stockholder may pay 10 per cent on his dividends 
but his equity in the corporation’s total earning power 
has previously been taxed at the source by 55 per cent 
or 88 per cent or what have you. 

“I am not opposed to the Governing taxing corpora- 
tions to a reasonable extent,” says Mr. Brennen, “but 
I am strongly opposed to taxing them at rates that ab- 
sorb the greater part of their earnings and that decidedly 
influence the selling price of the stockholders’ invest- 
ments. 

“The purpose of these war taxes was to drain off the 
excess profits of the war and keep people from getting 
rich. High taxes on the individual enterprise (such as 
an unincorporated business) accomplish this purpose. 
High taxes on corporations that absorb the bulk of the 
profit and influence market values do not accomplish 
this purpose; in fact, it is doing the reverse, namely, 
reducing the net worth of the investment. I do not 
believe Congress should be permitted to pass this kind 
of tax law without a very loud complaint from the stock- 
holders and financial writers. It is so easy to leave 
corporations pay dividends and tax this wealth indi- 
vidually in accordance with one’s ability to pay. It is so 
much fairer that way, and would not rob people of their 
honest wealth. 
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“I urgently hope that you will see the fairness of my 
point of view and inform your readers of these facts so 
that they will understanding and be able to present their 
views to their Congressmen. It seems a shame that they 
should be given the type of treatment now proposed.” 

To all of which we agree; and if you feel that way 
about it, the least you can do is register a protest with 
your Representative and your two Senators. Theoret- 
ically, a good case can be made for not taxing corpora- 
tions at all but only dividends as they are distributed 
and at rates appropriate to the shareholder’s income 
bracket. As a practical matter, this is out of the ques- 
tion—but the basic injustice of double taxation of stock- 
holders should at least influence Congress to keep the 
burden as low as practically possible. That there 7s a 
basic injustice was formally recognized in our tax laws 
prior to 1936 when dividends were exempted from nor- 
mal individual income tax, though subject to surtaxes. 
In Great Britain today the stockholder is allowed a 
credit against his tax liability equal to the amount of 





J \ 
Double Tax Threat to Stockholders 


As a shareholder in corporate enterprise you have 
the distinction of being one of the only class of 
people whose income is taxed twice by the Federal 
Government. First the Government taxes the cor- 
portation. That's you because you—along with other 
shareholders—own the corporation. This tax may 
take 50 per cent, 70 per cent, or even more of the 
total income earned. That's money out of your 
pocket because, the Government getting it, the 
corporations don't have it to pay out in dividends. 
Out of what is left, maybe you get a moderate 
dividend. Then you pay a second income tax on 
that. 


In principle this is basically inequitable and un- 
fair. As a practical fact, we can't change it. But the 
injustice at least should be recognized by Congress 
to the extent of holding normal corporate income 
taxes within limits which will not destroy the market 
values of outstanding securities nor ruin the numer- 
ous legitimate investors who are wholly or impor- 
tantly dependent upon investment income. It is to 
be doubted that your Representative in Congress 
ever thought about corporate taxes from this hu- 
man angle. Don't you think it would be a good 
idea to write him and call it to his attention? 














~\ { 


) f 








THE MAGAZINE OF WALL STREET 





the 1 
he r 
norn 
althe 
cent 
will 
but | 
than 
Con; 
Hou 
N: 
the 
mort 
sphe 
or e) 
resu! 
rate: 
thei 
vidu 
mea 
repo 
peo} 
wen 
$10, 
(am 
inve 
iy 
plan 
wor' 
ern! 
wou 
of p 
to 1 
but 
the 
shai 
just 
pro| 
peo, 
side 


Tay 


Up’ 
to | 
pos 
stor 
tha 
are 


cap 


one 



























































of my 
icts so 
t their 
t they 
osed.” 
t way 
t with 
.eoret- 
rpora- 
ibuted 
ncome 
ques- 
stock- 
“p the 
e 18 a 
x laws 
n nor- 
‘taxes. 
ved a 
mt of 


—\ 


ss 
1e 
ot 
f- 


ie) 
Ss 
U- 


d 











Sachsen ae 





the normal tax paid by the corporation on the dividends 
he receives. In this country during the last war the 
normal corporate tax was never raised above 12 per cent, 
although there were excess profits taxes up to 65 per 
cent and war taxes up to 80 per cent. Now we not only 
will have excess profits taxes much heavier than then, 
but normal corporate taxes from 3.3 to 4.6 times greater 
than in the first World War, depending upon whether 
Congress follows the Treasury proposals or those of the 
House Ways and Means Committee. 

Naturally the effects, upon the stockholders, of taxing 
the same earning power twice become progressively 
more serious as the tax rates reach up toward the strato- 
sphere. A tax system that may take 80 or 90 per cent 
or even more of a corporation’s income has the practical 
result of taxing the shareholders at the same high 
rates—because it reduces the net profit available for 
their dividends—although a large majority of the indi- 
viduals owning equities are persons of moderate or small 
means. Treasury statistics show that of total dividends 
reported by taxpayers in 1940, only 43 per cent went to 
people with incomes of $10,000 or more; 10.3 per cent 
went to investors with incomes between $5,000 and 
$10,000; while the bulk of the balance of 47 per cent 
(amounting to a total of some $1,700,000,000) went to 
investors having less than $5,000 a year. 

The President holds that factory workers in the war 
plants should continue to be paid time and a half for 
work over 40 hours (wages indirectly paid by the Gov- 
ernment) for “otherwise their weekly pay envelopes 
would be reduced.” Here we also have a double standard 
of political morality and practice. It would be all wrong 
to reduce the income of the workers—or the farmers— 
but perfectly all right to force substantial reductions on 
the owner of 20 shares of American Tobacco or 30 
shares of General Foods. These aren’t people. They are 
just stockholders. If they were organized and articulate. 
probably Washington would begin to regard them as 
people having some rights and entitled to some con- 
sideration. 





Taxes and Dividends 


“T have just read your article on “Stockholders Speak 
Up” in the May 2nd issue of your magazine and wish 
to write you to add my voice of approval to your pro- 
posed activity in the interests of the many thousands of 
stockholders through the country who, like myself, feel 
that we, rather than the poor downtrodden laboring man, 
are the ‘forgotten man.’ 

“In all the talk we are hearing at present about re- 
capturing corporation profits, from the President of the 
United States down to lesser officials and congressmen, 
one would. think that these gentlemen believed that a 
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For Organization 


‘May | commend you very highly for your edi- 
torial entitled ‘Stockholders Speak Up’ in your issue 
of May 2d? 


"You have put your finger on what | consider 
about the most serious menace to our present form 
of democracy existing in this country today. 


"Everything has to have a beginning, but is it 
not true that we shall have to go much further than 
the use of words to have the rights of stockholders 
protected? Proper organization and definite action 
will enable us to win a battle for stockholders’ rights. 
| have been hoping, for many months, that some 
tangible action would be put into being. 


"There can always be said ‘too little and too late’ 
of this movement, if it is not soon undertaken." 
J. W. SANDERS, 
East Orange, N. J. 
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corporation was some peculiar separate entity which 
lived on the fat of the land and had no one to account to 
but three or four owners. The President, et al, seems 
to have lost sight of the fact that most of these corpora- 
tions are made up of small stockholders, like myself, who 
have put our savings into these corporations with a view 
of augmenting our income and finally, perhaps, receiving 
enough income from these investments to carry us 
through our old non-productive age. You know better 
than I what has been happening to the common stock- 
holders’ dividends the past ten years and at present, 
when everyone is clamoring for increased wages, the com- 
mon stockholder is facing a future of decreased dividend 
receipts, due wholly to the present and proposed cor- 
porate tax structure. Why not let the corporations keep 
enough of their profits so that they can make reasonable 
common dividend payments? Then amend the tax law, 
if necessary, in such a manner that a greater proportion 
of the stockholders’ income group would pay income 
taxes.” 
O. J. Fow.ry. 
Wausau, Wis. 


For Reform of Proxy System 


“May I join your crusade? If so, then my contribu- 
tions to the reform hopper would be: (a) Revision of 
the proxy; as most of them are written, a stockholder 
votes ‘Yes’ or else. (b) Relieve the secretary of the 
responsibility of handling the proxies; after all, the secre- 
tary is an appointee of the directors. (c) Put a member 
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on the Board of Directors representing the minority or 
small steckholder. Such members to be elected by a 
committee of small stockholders, such committee to be 
selected by the Securities and Exchange Commission or 
any neutral agent. This member shall advise all stock- 
holders of matters vital to their interest and so forth. 

“Perhaps these reforms would make for a hardship on 
management. Too, perhaps the average stockholder is 
unconscious to good management. Most stockholders 
can tell when they have been skinned.” 

Dr. C. M. Hopeson, 
Kingfisher, Okla. 


“I'm from Missouri" 


“Tn response to your editorial in the issue of April 18, 
I can say it is common talk among small stockholders of 
my acquaintance that management, buttressed in their 
positions by virtual seniority, care little or nothing for 
the welfare of their stockholders, i.e., from the stand- 
point of an equitable distribution of profits. 

“It is the opinion that they surrender to labor hoping 
for a production effort to stay out of the red; they are 
secure in their jobs at high salaries; their companies do 
not need new capital, so why worry about stockholders? 
It seems to us that management, hoping only to main- 





J XY 
Short and to the Point 


"| want you to know that ‘we’ stockholders ap- 
preciate the sentiments expressed in your recent 
publication, regarding the attitude of some of the 
officials of certain corporations, who, as you indi- 
cate, apparently think almost entirely of their own 
interests, ignoring the interest of the stockholders, 
and forgetting the fact that, if it had not been for 
the stockholders in the original organization, and 
carried on later by the acquisition of stock by 
others, the corporation would never have been able 
to start in the first place. 





"| must say that you are on the right track, and 
| want to add that the latest move of officials in 
regard to ample retirement funds seems rather ab- 
surd in view of the lucrative salaries they receive, 
and which it seems would provide ample retirement 
for them. If there are any who are unable to pro- 
vide for themselves with these salaries, it would be 
a fairly good indication that they should have a 
guardian appointed now. 





“Keep up the good work and perhaps it will have 


some benefit." 
J. H. PHELAN, 
Beaumont, Texas. 
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tain its prerogatives, has fought a sort of negative, 
defensive battle against Union Labor aided by the New 
Dealers. 

“Enlightened management under unfair attack should 
have the support of stockholders, but as the trend js 
today the stockholders I know don’t care much what 
happens to present management.” 

Warp Byers, 
Kansas City, Missouri. 


Wants Government Action 


“[ am one of ‘The Forgotten Investor’ class discussed 
in ‘The Trend of Events’ in your April 18th issue. 

“T and my sister are small stockholders in several cor- 
porations and I fully realize how completely at the 
mercy of the management we are. Most of the concerns 
pay their executives all out of proportion to their duties 
and abilities and in many cases they vote themselves 
outrageous bonuses. These same overpaid executives 
also have managed to become the beneficiaries of pension 
plans, ete. 

“I feel that the Government ought to regulate the 
remuneration of executives, especially in big corporations 
that have many stockholders. In many cases the execu- 
tives own but nominal holdings and simply ‘milk the 
company. Am going to take the matter up with my 
Congressman. 

“We have recently sold the stock we held in a big 
concern because dividends paid the stockholders 
amounted to $5,004,000 and the management got, includ- 
ing amounts paid for their pensions, over $1,131,000.” 

C. F. Burnuam, 
Hackensack, N. J. 


A Labor Angle 


“As a subscriber for a number of years, desire to com- 
mend you for your article on officers’ salaries appearing 
in the last issue. Personally I see no justification for the 
grabbing of such unreasonable salaries. 

“I very often talk with union men on the union ques- 
tion and almost invariably they will quote the high 
salaries drawn by officers. Do not believe any manager 
who is drawing an unreasonable salary himself can go 
to the unions and ask them to reduce their demands. 
In fact, personally I believe they are just as entitled to 
some of their unreasonable demands as the officers who 
are drawing these unreasonable salaries. They certainly 
do not earn them and think the corporation would be 
better off if they stepped out and let the younger men 
step up.” 

C. J. Lusy, 
Wapato, Wash. 
(Please turn to page 202) 
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Appraising the Changing Fortunes of War of American 


Type Founders, Howe Sound, National Supply, Superheater, 


Beatrice Creamery, Allis-Chalmers, Doehler Die. 


American Type Founders 


The report of American Type Founders for the fiscal 
year ended March 31, last, recently issued, revealed earn- 
ings of $810,151, compared with $301,283 in the previous 
fiscal year. These results were equal to $1.42 and 53 
cents a share respectively for the 568,096 shares of com- 
mon stock outstanding. To a large extent this marked 
improvement in the company’s earnings last year reflects 
the prompt conversion of manufacturing facilities to 
war work. For some time now American Type Founders 
has been engaged in producing war materials for Great 
Britain and the United States. The company has 
achieved a notably successful record in sub-contracting 
orders, has in fact acted as a sort of clearing house and 
assembly plant for smaller companies in a position to 
manufacture armament units and parts. Recently. it 
was officially stated that the company’s plants were pro- 
ducing far more in war products than it ever did in 
normal times of its own standard products. To that 
extent war orders are filling the void resulting from the 
sharply restricted production of new printing equipment 
and supplies. Presumably, however, the company con- 
tinues to supply repair parts and replacements in limited 
quantities. In the most recent fiscal year the com- 
pany’s taxes totaled $395,470, against $83,510 last year. 
The entire amount, however, was for Federal income 
taxes, the company not being liable for excess profits 
taxes. The conspicuous improvement in the earnings 
registered last year lends weight to the possibility that 
dividends may be initiated in the near future. The pay- 
ments, however, are likely to be on a modest scale pending 
further strengthening in the company’s current position. 


Beatrice Creamery 
The current outlook for Beatrice Creamery does not 


shape up in a way to suggest any appreciable gain in 
earnings. In fact, quite the opposite appears more likely. 


The company in the fiscal year ended February 28, last, 


reported profits equivalent to $3.70 a share for the com- 
mon stock after preferred dividends. The gain in earn- 
ings was modest in the face of an increase of 24 per cent 


in sales, and compared with $3.18 a share reported for 
the previous fiscal year. Higher costs impaired profit 
margins. Last year Beatrice reported net profits equal 
to 2.2 per cent of sales as compared with the average of 
3 per cent shown by National Dairy and Borden. Busi- 
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ness of Beatrice embraces a full line of dairy products, 
of which, however, butter makes the largest contribu- 
tion to gross sales. At the present time wholesale butter 
prices are supported at 36 cents a pound by the Depart- 
ment of Agriculture. This compares with the average of 
33.6 cents for 1941 and the present wholesale price of 
around 39 cents. Prices of fluid milk, cream and ice 
cream at retail are subject to the recently established 
price ceilings by the OPA, but this condition is without 
particular significance as there has been little or no 
increase in the prices of these products since March. 
Thus far this year the company’s sales are running ahead 
of last year, but the ability of the company to maintain 
profits on a par with 1941 is open to justifiable doubt. 
Aside from the factor of higher taxes, operating difficul- 
ties created by the war are bound to raise costs. The 
company’s financial position was eminently satisfactory 
at the end of the last fiscal year, with the ratio of cur- 
rent assets to current liabilities standing at about 6 to 1. 
There is no basis for doubting the maintenance of the 
regular dividend of 25 cents quarterly, but some reduc- 
tion in the usual $1 extra may be made as a conservative 
measure. Incidentally, Beatrice is the only one of the 
three leading dairy products companies which last year 
paid an excess profits tax. The amount of this tax was 
not large, however, amounting to only $45,000. 
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Howe Sound 


Earnings of Howe Sound this year will be at least as 
good, if not better, than 1941 results. The company is 
favored over strictly domestic producers of non-ferrous 
metals by the fact that important properties are located 
outside of the United States and will have the benefit of 
higher prices being paid by Metals Reserve Corp. for 
foreign metals. Prices of both lead and zinc, produced 
by the company’s Mexican properties, will average 
higher this year, along with increased production of these 
two vital war metals. Copper, derived principally from 
domestic properties will be subject to the 12-cent price 
ceiling, and any increase in revenues from this source is 
likely to be negligible, although output will doubtless 
be maintained at capacity levels. Copper revenues will 
be augmented to some extent this year by a 10 per cent 
increase in the tonnage capacity of the concentrator at 
the Chelan property in Washington. In the first quar- 
ter of this year, Howe Sound reported earnings equal to 
99 cents a share, an increase of more than 50 per cent 
over the showing for the first quarter of 1941. For all 
of 1941 profits were equal to $3.85 a share against $3.63 
a share in 1940. Last year earnings were augmented by 
the sale of all lead held in inventory for the account of 
a subsidiary—El Potosi Mining—and this will not be 
a factor in current operations. In the past two years, 
the company has pursued a liberal dividend policy, with 
regular quarterly payments of 75 cents augmented by 
an extra of 75 cents, a total of $3.75. Dividends this 
year will probably amount to at least $3, with the extras 
depending upon the extent of the company’s ability 
to absorb higher taxes. 


National Supply 


The normal business of National Supply, closely linked 
to the oil industry, faces marked restriction this year, 
leaving the company chiefly dependent upon war busi- 
ness. Last year the company’s sales of defense material 
amounted to roughly $15,000,000, or about one-sixth of 
total sales in excess of $90,000,000. It has been officially 
estimated that munitions billings this year will be more 
than double those of 1941. Should they exceed $40,000.- 
000, however, there would still be left upwards of 
$50,000,000 of other business to be accounted for if the 
company is to equal or better the record-breaking sales 
figure of 1941. A good start was made in the first quar- 
ter with sales in excess of $20,700,000 against $16,500,000 
in the same period last year. The unknown factor, of 
course, is the ability of the company to maintain the 
same rate of gain in subsequent months, in the face of 
the almost certain drop in demand by the oil industry. 
Last year with the benefit of a gain of nearly 50 per cent 
in sales, National Supply expanded its net income 251 
per cent even in the face of an increase of nearly 500 per 
cent in taxes. Allowing for dividends on the preferred 
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and preference shares, on which there are accumulated 
arrears, net available for the 1,154,928 shares of com- 
mon stock was equal to $3.01 a share. Nothing was 
available for the common shares in 1940. Ahead of the 
common stock are 231,606 shares of 544% prior pre- 
ferred stock with accumulated dividends of $5.50 a share, 
64,687 shares of 6% prior preferred stock, carrying back 
dividends of $6, and 281,892 shares of $2 preference 
stock, with unpaid dividends totaling $6.50. Outstand- 
ing funded debt amounted to $6,900,000 at the end of 
1941. The nature of the company’s capitalization is 
such that considerable leverage is imparted to the com- 
mon stock. In a period of rising sales and earnings 
this has the effect of producing a material increase in 
per-share earnings. Under adverse conditions leverage 
can result in an equally rapid decline in per-share results. 
This was apparent in the company’s report for the first 
quarter. As noted, sales registered a good gain, but net 
income, due to substantially increased taxes, dropped 
from $801,584 last year to $672,183, a decline of about 
16 per cent. Net available for the common, however, 
was off 50 per cent to 11 cents a share. Financial posi- 
tion has been strengthened to advantage in recent 
months, in fact to a point which suggests the possibility 
that preferred arrears at least on the prior issues will 
be reduced or eliminated entirely in the coming months, 
depending on earnings. Dividends on the common, 
however, are not imminent and the shares must be rated 
as a speculative venture of the more radical type. 


Superheater Co. 


Superheater Co. is a vital factor in the war produc- 
tion effort. Not only was the company called on last 
vear to meet extraordinary demand for both new 





Allis-Chalmers. 
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and existing locomotives, but demand for steam generat- 
ing equipment for new plants and cargo vessels was 
greatly stimulated by war preparations. A subsidiary, 
Combustion Engineering Co., Inc., did the largest vol- 
ume of business in its history. At the end of the year 
Superheater’s plants were operating on 24-hour schedules 
and so essential are its products that the bulk of the 
business on its books at the present time carries high 
priority ratings. Output, in addition to marine boilers 
and locomotive equipment, includes equipment for ord- 
nance plants, for synthetic rubber production and for 
the production of high octane gasoline. Incoming orders 
in the first quarter, according to an official statement, 
were more than double the volume a year ago, and ten 
times that for the first quarter of 1940. Present plans 
call for the building of some 1,200 locomotives this year, 
although this program may have to be modified if the 
steel shortage becomes too stringent. In any event, it 
is a safe assumption that the company is assured of 
capacity operations for an indefinite period. Based on 
average earnings, the company’s tax exemption is 
slightly less than $800,000. This means that earnings 
gains, if any, this year will be decidedly limited. Last 
year net totaled $1,632,573 and was equal to $1.80 a 
share for the 904,855 shares of stock which comprise the 
entire capitalization. With allowance for higher taxes, 
net in the first quarter fell slightly under the level of 
last year and was equal to 36 cents a share against 
37 cents a year ago, although operating profit before 
taxes was up about 50 per cent. The dividend of 25 cents 
a share quarterly appears reasonably assured but the 
extra of 3714 cents last vear may not be duplicated 
in 1942. 


Doehler Die Casting 


Normally deriving about 50 per cent of its business 
from the automobile industry, Doehler Die Casting, 
however, is one of those companies which not only has 
been able to convert its facilities to an “all out” war 
basis but which can with equal promptness reconvert 
to a peacetime basis after the war. It involved no 
sweeping technological changes to utilize existing plants 
and machinery to cast dies for the aircraft industry, 
where demand is practically insatiable. In April of 
this year shipments were valued at $3,000,000 and it is 
expected that within the next few months the figure 
will be boosted to $4,000,000. The management has 
under consideration an expansion in plant in order to 
permit the handling of the growing volume of business, 
and if these additions are decided upon Government aid 
in financing them will be enlisted. Last year the com- 
pany’s earnings attained the highest level on record, 
amounting to $4.37 a share on 297,000 shares of stock. 
In the first quarter of the current year the company 
allowed for taxes at the rate of 82 per cent of earnings. 
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As a result, per share earnings were off to 85 cents a 
share from $1.28 a share in the same period of 1941. 
Some estimates have placed total earnings this year at 
better than $3 a share. Final tax legislation may modify 
these estimates, however. Nevertheless, the $2 dividend 
would appear secure. 


Allis-Chalmers 


Allis-Chalmers booked new orders totaling more than 
$39,000,000 in the first three months of the current year, 
compared with $32,890,385 in the same months last year. 
Billings this year amounted to $37,710,622, an increase 
of about $17,500,000 over last year. Despite an allow- 
ance for taxes amounting to $4,504,000 against $345,000 
a year ago, net totaled $1,201,096 in the first quarter, 
equal to 67 cents a share, an increase of 100 per cent in 
per-share earnings over results in the same period of 
1941. Based on the invested capital option, Allis- 
Chalmers would appear to have a tax credit of about 
$2.40 a share, based on the House Ways and Means 
Committee proposal, and while earnings this year may 
fall somewhat under the level of $3.23 a share reported 
for 1941, they should be sufficient to warrant the ex- 
pectation of dividends of at least $1.50 a share, the same 
amount paid in 1941. The initial payment this year was 
25 cents, compared with 50 cents in the previous quarter. 
Directors doubtless were influenced in acting conserva- 
tively pending a clearer idea of pending tax legislation, 
to say nothing of the company’s increased working capi- 
tal needs to finance larger inventories and payrolls. The 
company has converted its plants into a veritable arsenal 
of war materials and a large volume of business is as- 
sured for the duration. 








Fairbanks Morse. 
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Ri the start of the year the number of companies 
compelled to reduce, and in some cases omit, dividends 
has mounted steadily. There will be a lot more before 
the year is over. The spectacle of declining dividends 
at a time when business activity is at unprecedented 
levels is one of the numerous paradoxes born of a war 
economy. In almost every instance of lower dividends 
the cause is the same—greatly increased taxes. With 
taxes destined to be upped sharply this year, it is a 
foregone conclusion that corporate earnings will be well 
under the level of 1941. The company able to equal or 
improve on last year’s showing will be a noteworthy ex- 
ception. It is only too apparent now that for many 
companies 1941 produced the peak of wartime earnings 
and many common stocks which now appear under- 
valued in relation to last year’s earnings may not appear 
so “cheap” when the full impact of proposed taxes is 
felt. Everyone knows that corporate taxes will be higher 
this year. What is not so generally known, however, 
are the effects upon various individual companies. Un- 
der the corporate taxes proposed by the House Ways 
and Means Committee there will be marked variation in 
per-share results of specific companies. 

If the corporate tax measure, as proposed by the 
House Ways and Means Committee is enacted the ef- 
fect will be to place a rigid ceiling on corporate earnings 
at a level which, for the most part, will not only be 
substantially lower than last year but also uhder the 
average earnings for the years immediately preceding 
the outbreak of war. In other words, the Treasury will 
recapture excess profits as well as profits which are not 
excess. It is estimated that in effect earnings will be 
frozen at about 60 per cent of their excess profits credit. 
For companies using the “average earnings” option for 
computing taxes this means that earnings as a general 
rule will average about 70 per cent of the average for the 
1936-39 period. Using capitalization for computing ex- 
cess profits taxes a company may show net earnings 
somewhere between 3 and 5 per cent on the capital in- 
vestment, 

If the House measure is ultimately adopted by Con- 
gress, excess profits will be taxed 94 per cent. Excess 
profits are all earnings in excess of 95 per cent of the 
average earnings before Federal taxes in the base period 
1936 to 1939 inclusive, or if the invested capital option is 
used, earnings in excess of 8 per cent on the first $5,000.- 
000 of invested capital, 7 per cent on the next $5,000,- 
000, 6 per cent on the next $190,000,000 and 5 per cent 
on all over $200,000,000. All operating earnings not 
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subject to the excess profits tax will be subject to the 
normal and surtax of 40 per cent. 

A company with average earnings of $1,000,000, under 
the first option would have a tax credit of $950,000. 
Zarnings up to $950,000 would be subject to the 40 per 
cent normal and surtax and all earnings in excess of 
$950,000 would be taxed as excess profits at 94 per cent. 
In other words, a company can earn for its stockholders 
only 6 per cent of any increase over and above the tax 
credit. Should the company in question earn $1,500,000 
this year, only $30,000 of the increase would be available 
for dividends. It is obvious, therefore, that a company 
would have to show a very substantial increase in earn- 
ings to report even a modest gain in net. 

Take the case of Borg-Warner, for example. The 
company, based on the average earnings option has a 
tax credit base of $4,000,000. After deducting 40 per 
cent normal and surtax levies, net would be equal to 
$1.73 a share. Last year the company’s profits in excess 
of the credit were $21,000,0000 which would have been 
taxed at 94 per cent leaving a balance equal to 54 cents 
a share. Total earnings last year, on this basis would 
have been equal to $2.27 a share compared with reported 
earnings of $3.20 a share. 

Stated otherwise, a company will be permitted to re- 
tain out of each dollar of operating profits about 57 cents 
up to the level of average pre-war earnings. If operating 
earnings before taxes were doubled the company would 
raise the amount retained to 63 cents. From the stand- 
point of dividends, this means that if dividends are 
more than 57 per cent of pre-war earnings before taxes, 
or 70 per cent of pre-war net, they are in imminent 
danger of being reduced, or paid out of surplus. 

Based on the excess profits tax of 94 per cent a com- 
pany would have to add $16.67 cents to earnings before 
taxes to show a gain of $1 in net after taxes. To absorb 
the 40 per cent normal and surtax a company would 
have to show profits before taxes equal to 767 per cent 
of the credit base. 

About the only redeeeming feature of the proposed 
new taxes is the fact that decline in net earnings such as 
is likely to be experienced by such companies as Gen- 
eral Motors and Chysler this vear will be small in rela- 
tion to the drop in pre-tax profits. The decline in net 
would be only six cents fer every dollar pre-tax earnings 
are off, until the tax credit base is reached. 

A somewhat doubtful blessing also is the fact that the 
task of estimating current earnings will be considerably 
less complicated than normally. With all earnings in 
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excess of the credit base being taxed at 94 per cent, cur- 
rent earnings of any company favored by large volume 
business can be roughly estimated at about 57 per cent 
of the pre-tax average for the years 1936-39. Beyond 
that pomt with a variation of only 6 per cent possible, 
any difference between estimated and actual earnings 
will not be sufficient to be of any particular consequence. 
Exception, however, must be made in the case of com- 
panies identified with the extractive industries such as 
oil, mining, etc., because any estimates here may be 
thrown considerably out of line with final results by de- 
pletion allowances. 

Among industries where representative companies will 
be virtually guaranteed a minimum level of earnings are 
included those most prominently identified with the war 
effort such as steel, aircraft, machincry, automobile, 
equipment, etc. On the other hand some industries will 
experience difficulty in maintaining profit margins com- 
parable to the levels of 1936-39 and here earnings may 
even fall somewhat under the minimum tax base. This 
possibility must be recognized in the case of the to- 
baccos, retail trade, food processors and others where 
price freezing, rationing and other wartime restrictions 
may impeir profits margins. 

It should also be noted that the House tax program 
contemplates a considerable reduction in the exemp- 
tion allowed to companies using the invested capital 
option. A company capitalized up to $10,000,000 will 
have no change in its status. Beyond that figure. how- 
ever, rates increase appreciably. A company with an 
invested capital of $200,000.000 has an exemption of 
$14,050,000 under the present law. which. however. 
would be reduced to $12,150,000 under the House plan. 
A billion dollar company now has a credit of $70,050,000, 


but only $52,150,000 under the new set-up. Obviously 
the effect is to penalize corporate size. This year, if the 
House plan is enacted, it will be more advantageous for 
a company like Bethlehem Steel, for example, to switch 
from the invested capital option to the average earnings 
method. 

Another adverse effect of the proposed tax measure 
will be witnessed in the case of companies having a sub- 
stantial preferred stock capitalization. Armour last 
year reported earnings equal to $1.95 a share for the 
common stock. This figure, however. would have 
been cut to 28 cents a share had the proposed new 
rates been in effect. Unlike Bethlehem. however, Ar- 
mour has no alternative, average earnings for the base 
period were too low to give any advantage to this option 
and the company must continue to use the invested cap- 
ital method in computing taxes. 

To summarize the salient features of the tax pro- 
gram, it is rather obvious that the most favored com- 
panies, or rather those least vulnerable, will be the mod- 
erate or medium sized company, now showing fairly 
substantial revenues and a fair margin of profit and 
having outstanding only a single issue of stock im an 
amount reasonable in proportion to average pre-war 
earnings. This, of course, is a broad generality and is 
made chiefly for the purposes of providing the reader 
with a rough rule-of-thumb in determining the extent to 
which his holdings are likely to be affected by taxes this 
year. There will most certainly be companies which 
will report good earnings this year but which might not 
fall within the general classification outlined above. 
And the variations among companies in the favored 
group will be as wide between individual companies as 
those experienced under normal conditions. 





Effect of Proposed Taxes on Representative Companies 





COMPANY Earned Per Estimated Per Excess Profits Pe Poofits _ 
Share 1941 Tax Credit Share 1941 Per Share Share 
Allied Chemical & Dye 9.67 13,887,000 6.27 34,378,000 0.93 7.22 
Allis Chalmers... .. . 3.23 3,974,850 2.23 12,577,000 0.43 2.66 
Atlas Powder...... 6.13 - 661,700 2.62 5,871,100 1.40 4.02 
Beech-Nut Packing 6.19 1,723,800 3.93 4,172,000 0.57 4.50 
Borg-Warner...... $3.20 $4,000,000 1.73 $21,000,000 0.54 2.27 
Caterpillar Tractor. . 4.14 5,065,500 2.69 11,977,000 0.38 3.07 
Chrysler Corporation 9.22 28,464,150 6.54 40,350,000 0.55 7.09 
Coca-Cola........ 6.78 - 17,072,555 4.27 38,022,000 0.57 4.84 
Curtiss-Wright . . ; 3.15 + 1,684,650 0.23 123,106,000 0.99 1.22 
Du Pont...... 7.50- 48,959,350 4.42 143,622,000 0.78 5.20 
Fairbanks, Morse. . 4.87 1,452,000 2.42 7,936,000 0.77 3.21 
General Motors. . 4.45 129,470 3.00 351,130,000 0.49 3.49 
Johns-Manville...... 6.66 —- 3,086,000 3.63 15,559 1.09 4.72 
Inland Steel... .... 9.08 8,010,750 4.93 31,630,000 1.16 6.09 
Liggett & Myers. . 5.22 15,004,000 4.78 14,796,000 0.28 5.06 
Mack Trucks....... 4.93 579,700 0.97 9,088,000 0.91 1.88 
Owens-Illinois Glass... 3.40 6,410,250 2.41 6,590,000 0.15 2.56 
Paramount Pictures. ... 3.06 4,000,100 1.61 10,500,000 0.25 1.86 
Sears, Roebuck....... 5.18 20,226,250 3.54 79,732,000 0.83 4.37 
Timken-Detroit Axle... 5.01 1,327,975 1.34 16,527,000 1.01 2.35 
Union Carbide & Carbon... 4.53 23,426,150 2.53 X 63,029,000 0.41 2.94 
United States Rubber... .. 4.86 5,568,750 3.20 24,031 0.83 4.03 
+—After declared preferred stock dividends. i Year ending June 30, 1941. 
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Chain Store Sales 


Sales reports of representative 
chain store and mail order firms for 
the month of April revealed some 
wide variations in results which for 
the most part reflect the transition 
of the country to an all-out war 
economy. The best results from a 
sales standpoint were reported by 
leading grocery chains. Sales of 
Kroger were up 25.5% in April; 
Safeway, 28.4%; Jewel Tea, 41%; 
and National Tea, 31.6%. The pro- 
babilities are that forward buying 
on the part of consumers, fearful of 
rationing and other restrictions later 
in the year, was responsible for some 
part of the sales gain, but rising pub- 
lic purchasing power was doubtless 
the biggest factor. Contrasting with 
the experience of the grocery chains, 
sales of Spiegel, Inc., were off nearly 
16%, reflected more stringent res- 
trictions on installment sales, while 
sales of Western Auto Supply were 
down more than 18% for obvious 
reasons. Sears, Roebuck reported a 
gain of 0.8% in April, while sales of 
Montgomery were off 0.8%. These 
divergent trends between various 
chain store groups promise to be- 
come even more pronounced in the 


months ahead. 


Railroads and Taxes 


During the past year a number of 
railroads have alloted a portion of 
income to the re-purchase of funded 
obligations. According to existing 
tax legislation the difference between 
the price paid for such bonds and 
their par value is a “profit,” and 
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therefore subject to tax. A road can 
avoid such a tax if it claims to be in 
an unsound financial condition. Few 
if any roads would be likely to dam- 
age their credit standing by making 
such a claim. The carriers have 
been making an effort to have the 
law modified and recent reports in- 
dicate that subject to Congressional 
approval all roads which did not 
earn their fixed charges on an aver- 
age of 114 times over the past five 
years would be permitted to redeem 
debt under par without being sub- 
ject to a tax. This would not apply 
to roads in process of reorganization 
and would be of no advantage to 


roads which have been able to pro- 
vide good overage for fixed charges. 
As tax legislation is now interpreted 
by the Treasury reorganized roads 
must base their tax liability on new 
capitalization without regard for 
original investment. This would 
materially reduce depreciation al- 
lowances and make some of these 
roads liable for excess profits taxes 
to an extent which might ultimately 
impair finances to a serious degree. 
Negotiations are being carried on to 
bring some relief but the matter 
may require some months before it 
is finally settled. 


Telephone Dividend 


Despite the fact that just prior 
to the quarterly dividend meeting 
of American Tel. & Tel. a leading 
subsidiary New England Tel. & Tel., 
reduced dividends, directors de- 
clared the regular $2.25 payment. 
This took the financial community 
by surprise, which had reasoned that 
a reduction was practically certain. 
As it is, it appears likely that the 
reduction was merely postponed, 
perhaps awaiting more definite de- 
velopments on the tax front. The 
company’s report to the F C C for 
the first quarter revealed net earn- 
ings equal to $2.51 a share against 
$2.54 in the same period a year ago. 
However, had taxes been computed 
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Compulsory purchase of War Bonds through medium of payroll and salary deductions 
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is still a latent possibility. 
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The Pennsylvania Railroad Co. . 
Continental Insurance Co. (N. Y.).......... 

Corn Exchange Bank Trust Co. . , 

The Rensselaer & Saratoga Rail Road ce.. 

The American News Co., Inc.. 

Joliet & Chicago Railroad Ce:... 

The New York & Harlem Railroad Co.. 
Washington Gas Light Co..... ; 

Pullman, Incorporated... .. . 

Morris & Essex Railroad Co......... é 
Erie & Pittsburgh Railroad Co............. 
Albany & Susquehanna Rail Road Co. 
Pittsburgh, Fort Wayne & Chicago Railway Co 
The Gold & Stock Telegraph Co 

Westinghouse Air Brake Company...... 
ek Se 

American Telephone & Telegraph Co.“ . 

Detroit Hillsdale & South Western Railroad Co 
The Northern Central Railway Co. . 

The S. S. White Dental iunsleinelos .. 

The Diamond Match Co.. Si > 
New York, Lackawanna & ‘Baten Railway Co. : 
The North Western Telegraph Co. . 
Standard Oil Co. (New Jersey)... . 

The Mahoning Coal Railroad Co....... 
Consolidated Edison Co. of N. Y., Inc. . 
The United Gas Improvement Co.... 
Hackensack Water Co.. 

The Canada Southern Raliney ea. 

The Ruberoid Company....... 

Cannon Mills Co.............. 
Commonwealth Edison Co...... 

Beech Creek Railroad Co.... 

The Procter & Gamble Co. 

The Coca-Cola Co.......... 


*%* OLDEST COMMON STOCK DIVIDEND RECORDS 





* 





Year Year 
Payments Payments 
Began Began 
eer Standard Oil Co. (Indiana). . . 1894 
Ane © 1854 Burroughs Adding Machine Co a eal as oe 
1854 Colgate-Palmolive-Peet Co...... 66... 6 eee cece tet eeeeeeee 1895 
1862 ES RATE PETE EET Te ers 1895 
... 1864 The Alabama & Vicksburg Railway Co. Sue 1896 
ss Sige hs The City Ice & Fuel Co.. 1896 
1866 The U. S, Playing Card Co. 7 1896 
1866 Wie Wider MN AIEEE: «oS eke hoe canon ne ceedan ee peeanenen 1898 
1867 General Mills, Inc. . , nw deeaseray 1898 
1868 Allegheny & Westen Railway Se. eee 
1870 The Borden Company. . SES det eed 1899 
1871 Can enawe Ss! oo. 2s. seal cu liadidean Cen et ait ease tae 1899 
1872 National Biscuit Co...... 1899 
1875 Cteandard Brands | p 4 1899 
1875 United Fruit Co........ 1899 
1878 West Virginia Pulp & Paper Co 1899 
1881 Yale & Towne Manufacturing Co 1899 
1881 Bristol-Myers Company .... 1900 
tee The Cream of Wheat Corp. . 1900 
pr Union Pacific Railroad Co. . 1900 
1882 Acme Steel Company. .... - .. 1901 
1882 The Electric Storage Battery Co 1901 
1882 Norfolk & Western Railway Co. : 
1884 R. J. Reynolds Tobacco Co...... : . 1901 
1885 The American Brake Shoe & Foundry Co re 
1885 Beech-Nut Packing Co..... 1902 
1886 Chain Belt Co...... 1902 
1887 Eastman Kodak €o.. 1902 
1889 The Kroger Gianni & Baking iis oe 1902 
1890 Sterling Products (Incorporated). . sae or 
tose United Engineering & Foundry — ae 1902 
poe Dividend Records Include idiaia isda iia 
1893 Reprinted from Exchange. 





at the rates proposed by the Treas- 
ury earnings this year would have 
been reduced approximately $1 a 
share, while under the proposed 
taxes by the House Ways and Means 
Committee, first quarter results 
would have been lower by about 50 
cents. A further reduction in sub- 
sidiary dividends is also a possibility. 


New Financing 


The recent offering of $12,000,000 
debentures by R. H. Macy high- 
lights an important reversal in the 
trend of corporate finances which 
has been under way for some months 
now. In recent years many corpora- 
tions have either eliminated or re- 
duced substantially outstanding 
funded debt and preferred stock. 
But recently many companies have 
either resorted to term bank loans 
or issued new capital liabilities, a 
course which they have been com- 
pelled to follow. The wartime finan- 
cial needs resulting from enlarged 
inventories, heavier taxes and pay- 
rolls and new plant construction are 
shouldering many companies with 
capital obligations which in the post 
war years may have an adverse 
effect upon equity earnings and 
dividend payments. 
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So They Say... 


There is considerable investment 
interest in rubber company pre- 
ferreds. . . . Two-thirds of the ma- 
chinery formerly used in the manu- 
facture of automobiles has been 
converted to war work. Sales 
restrictions on plumbing and heat- 
ing equipment to permit purchase of 
stoves and water heaters and also 
the equipment to convert oil heaters 
to coal. .. . So serious has the hous- 
ing shortage become in some areas 
boomed by war orders that there is 
talk of requisitioning accommoda- 
tions in private homes. . When 
new plant facilities are available 
production of diesel engines by Gen- 
eral Motors will be 18 times that 
for 1940. . . . Many people are be- 
gining to wonder just how to trim 
their budgets if they have to allot 
10% of their salary and wages to 
War Bonds and 10% to income 


taxes. A nice problem in personal 
finance. . . . Production of aircraft 


in the United States for war pur- 
poses is now estimated to be double 
that of Germany. It’ll be a lot more 
before the end of the year. 
lower dividends the order of the day, 
the resumption of payments on Kel- 
sel-Hayes “B’ stock made conspicu- 


.. With. 


ous news. This is the first payment 
since 1936. National gasoline 
rationing, despite Congressional pro- 
tests, is definitely in the cards. The 
next step will be requisition of civi- 
lian tires. “N. Y. Times” 
authority for this: $100 worth of 
whiskey helps the Government more 
than a $100 War Bond. 


Consolidated Edison and 
the Blackout 


During the past several weeks, 
New York, the most brilliantly light- 
ed city in the world has been forced 
to adopt a nightly dimout. By com- 
parison, the dimout has left the city 
in all but total darkness, and even 
that is a possibility unless some 
method is found to subdue the glow 
in the sky, which provides a perfect 
background for submarines attack- 
ing coastwise shipping. To what 
extent this dimout will affect the 
earnings of Consolidated Edison, it 
is too early to say. It is estimated, 
however, display sign and_ store 
lighting contributed about $5,000,- 
000 annually to the company’s rev- 
enues. All of this will not be lost 
to the company, however, as it in- 
cludes daylight lighting of both 
stores and signs. 
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WAR PLANT CONVERSION 


AND FINANCING 


For more than 100 years the “V-3” company manu- 
factured pianos. They made good pianos and during 
the last war did essential work for the government in 
wooden parts. Before the vear is out, the production of 
part wood trainer and other types of airplanes, will 
substantially relieve aluminum, magnesium and _ other 
metal shortages, and all because of the foresight of engi- 
neering firms. More than a year ago the president of 
the “V-3” company spent days of time in the New York 
offices of a foreign government seeking possible war 
orders on wooden aircraft parts. While there he acci- 
dentally met an engineering representative of an Ameri- 
can aircraft firm and discussed with him the work the 
“V-3” company did in the last war, manufacturing plane 
propellers and assemblies. This accidental contact led 
to several experimental orders from the American air- 
craft firm and later to the production of a large number 
of laminated wooden propellers. Other work for the 
same firm and for other firms using wooden airplane 
parts followed as a natural result. At the present time 
“V-3” is manufacturing tail cones, fuselage and bomb 
doors (for two aircraft companies), fuselage decks and 
cells for training planes, fixed pitch laminated propellers, 
and variable pitch test blades used in testing airplane 
motors. The firm has completed experimental models of 
plywood stabilizers and airplane wings, and will shortly 
go into mass production on these parts as soon as con- 
tracts on the parts are cleared and approved. 


Knowledge is always valuable. Because an old em- 
ployee of a jewelry firm had expert knowledge of gem 
cutting and the ability to build his own machinery, the 
firm is now cutting radio crystals. An essential part of 
a certain type of field radio equipment used by the serv- 
ices is a quartz crystal oscillator that has the peculiar 
power of controlling electrical frequency due to mechan- 
ical oscillation. With thousands of these field sets in pro- 
duction, the demand for this variety of crystal far exceeds 
anything dreamed of for civilian use. To cut these 
crystals—tiny wafers of flawless quartz 54 in. square by 
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Editor's Note: This page is devoted to case histories of small plant conversions. In 
accordance with War Production Board policy, names and addresses are not presented. 


1/32 in. thick—the New York jewelry firm, after months 
of patience, has perfected an intricate machine for mass 
production. The company, which normally manufac- 
tures expensive jewelry, watch cases and similar items, 
plans to work on a sub-contract basis for a firm which 
has cut this particular type of crystal for years. Its 
facilities will step up production of the crystals by 500 a 
day. 








. os, 
Westinghouse Electric. 
Keeping steam up for war is the purpose of this retired railroad 
locomotive working three shifts a day at Westinghouse Electric's 
Merchant Marine Works. A special 50 foot stack hitched to the 
boiler's regular "funnel" provides ample draft and carries 
smoke above the building. The engine site will be occupied 
soon by a plant addition. 
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Lack of essential raw materials which has prevented the small 


= manufacturer from full participation in the war effort may soon be a 
. thing of the past. The War Production Bodérd plans to reorganize about 
June 1 its present system of distributing essential raw materials to 
expedite conversion. In other words raw materials will be diverted to 
smaller plants to prevent bottlenecks of materials in the larger plants. 


_ The accumulation of raw materials in excess of plant capacity 
in many instances reflects a similar situation in finished goods because 
of lack of shipping. Production has outrun the nation's ability to 
deliver the goods at the front. Surplus production, despite an inadequate 
priorities system, not because of it. 





Decentralization of power is being expedited by the WPB. To cut 
red tape and unnecessary delays the WPB officially set up thirteen 
regional offices and vested with broad authority the regional directors 
in charge. Instead of ‘having his hands bound by red tape the regional 
director now will be the actual represetative of the chairman of the WPB 
in his region and easily accessible to the manufacturer in that area. 








The conversion problem that lies ahead this year is as great, if 








1S not greater, than the changes introduced to industry from Pearl Harbor 
SS to date, according to the findings of the National Industrial Conference 


e Board, At the April rate of war production, unfilled orders are said to 
be equivalent to a two and a half year load. Even at a maximum war output 
rate of $56,000,000,000 monthly, unfilled orders represent a full year's 
production, they estimate. 


If production of dehydrated food products increases appreciably 
as is expected, plant expansions which have been held up for want of 
priorities and shipping facilities, may be given the "go" sign and the 
tempo of war production stepped up. 





The matter of collateral isn't as important in the eyes of 
Jesse Jones and the RFC moguls as it used to be. In these days the first 
-question asked the prospective buyer is to determine his. importance in 
the war effort. If his plant needs are of importance the matter of 
collateral is barely considered. It may not be sound banking, RFC 
officials admit, but it does produce the goods. 





Personnel problems ‘are being handled by some war plants in 
conjunction with the unions and the military placate workman's fears 
that speed-up processes will infringe upon their rights. Military men 
stationed in some of the larger plants have often turned apparent defeat 
into victory. An appeal from a man in uniform to union heads or to the men 
themselves often does the trick where a similar appeal by management 
would be ignored. 














The Manpower Commission may be the answer to industry's demand 
_ for protection against labor piracy and whims of Selective Service 
Boards. The commission is taking over the reins formerly held by the 
Selective Service group and protecting war industries by establishing a 
workable code for the guidance of the draft boards often unfamiliar with 











- industries’ actual labor needs. 

- Priorities power is due for a shakeup of some fashion. Instead 
c's of being invested in several hands, namely the War Productions Board and 
“dl the Army and the Navy, it is likely the power will be delegated solely to 
ed one responsible head. In that way strained relations between the two 


military services may be "patched up”. 
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number two bottleneck, ianedintely in Tine after pie ge is a 
source of considerable headaches to war industry. The Maritime 
Commission and the WPB can't see eye to eye in the matter of steel 
allocation and Secretary Ickes in his demand for more pipe lines to 
alleviate oil shortages on the east coast is confronted with the same . 
situation. Indications are President Roosevelt may be called upon 
personally to step into the ‘breach and séttle the matter permanently. 


Look for the o organization of a "nucleus" plan, similar to ‘that 
in use in England to expedite allocations of raw materials to war 
industry. This plan will include mea and machinery as well as raw 
materials. In Britain about 4,000 factories were affected -by the plan. 
Some 1,400 of these employed less than 20 persons, and were considered too. 
small for concentration. Of the remaining 2,600, only 1,00 continue to 
produce for civil consumption, while 950 have been closed and 650 have 
shifted to war work or are. not papal for other. reasons. - 


pm 


New_York, way behind -in war production: may receive a “shot in 
the arm" through the recent WPB order halting new war plant construction 
because of the shortage of iron and steel. The order has already 
attracted a number of New York manufacturers to bid for war business. The 
Brooklyn Chamber of Commerce estimates that double the 500 plants” already 
on war production can be converted in the near future. The WPB order will 
mean pushing of sub-contracting more than ever and open up many new 
avenues for the smaller industries, not only in the New York area but 
elsewhere. 








Speaking of the New York area it is important to bear in mind 
the Army, through-its New York Ordnance District, has been quietly, but 
efficiently checking up on industrial facilities- there for about 20 
years. As long as 20 years ago these officers found a small New Jersey 
firm, operated by two brothers, manufacturing compacts and cigaret cases, 
lipstick holders and herb sachets for the ladies, and marked them for 
potential war work. Using practically the same tools the ex-cosmetic 
and.ladies novelty firm is now turning out percussion primers, firing 
charges for powder and other military. goods. 





Acting under new powers recently by the President the WPB, in 
cooperation with the Navy Department took away a $2,087,000 contract 
given»to the Penn Foundry and Manufacturing Company, of Waynesboro, Pa. 
and requisitioned its equipment. It is reported the equipment was sold 
to three other firms in Virginia engaged in the same work. The action was 
taken when, on the date set for the beginning of the contract,~a check-up; 
revealed "there were nO signs of activity at the plant except the 
erecting of fences and the buying of new office equipment. Then other 
check-ups were made, but. the situation remained unchanged six weeks 
later —late in April". 





Elimination of all but the most essential uses of rubber tires 
on hand trucks used principally to transport small quantities of — 
materials in and around factories, railroad stations, warehouses, docks, 
etc., has been ordered by WPB. It is estimated that they redutred more 
than 500,000-rubber tires last year. 


The Industrial-Salvage Section of the WPB showed on its last 
report 393,531 tons. of scrap material salvaged in the two-week period 
ending April 30, with a total of almost 1,000,000 tons of scrap materials 
finding its way back to the war effort as a result of the salvage campaign. : 
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Six Stoeks Favored 


By Special Circumstances 


BY EDWIN A. BARNES 


Carpenter Steel 


Stockholders of Carpenter Steel have received divi- 
dends continuously for 35 years. This record is the more 
remarkable when viewed in the light of the volatile nature 
of the company’s business. Carpenter Steel specializes 
in the manufacture of alloy and high quality electric 
furnace steels. The demand for this type of steel had 
grown steadily in the years prior to the war but with 
the advent of war the needs of the airplane and machine 
tool industries have reached insatiable proportions. In 
fact the company is virtually on a 100 per cent war basis. 
Last year it added substantially to producing capacity, 
which this year will be reflected in increased shipments 
and dollar sales. In the March quarter of the current 
year, Carpenter reported earnings equal to $1.74 a share 
for the 360,000 shares of stock which comprise the en- 
tire capitalization; comparing with $1.71 a share last 
year. On this basis earnings for the first nine months 
of the current fiscal year, which ends June 30 next, were 
equal to $4.70 a share against $3.81 in the same months 
last vear. Taxes are being computed at the rates pro- 
vided in the 1941 tax measure and the company will not 
be liable for the higher taxes now proposed until the next 
fiscal year. That taxes next year will put a sizable dent 
in the company’s war-time earnings there can be no 
doubt. The blow will be mitigated to some extent, how- 
ever, by the fact that there is only a single issue of 
sock outstanding, and that of modest proportions. 
Dividends last year totaled $2.50 a share and the latest 
quarterly payment was at the rate of 50 cents. A total 
of at least $2 this year is a conservative estimate. The 
shares have had a price range of about four points this 


year, the recent price of 24 comparing with the high 
of 2734 and a low of 2314. 


Freuhauf Trailer 


Freuhauf Trailer manufactures an extensive line of 
commercial trailers, including many special types rang- 
ing from straight freight vans to gasoline tanks, milk 
tanks and stainless steel carriers for many purposes. But 
now the company’s entire production for civilian use 
has ceased, or will cease in the near future. The prob- 
abilities are, however, that the company’s manufactur- 
ing facilities will be entirely absorbed by Government 
orders. Moreover, the tremendous demands being made 
on freight transportation facilities suggest the possiblity 
that WPB will permit the company to manufacture a lim- 
ited number of units for commercial trucking concerns. 
All in all it appears quite likely that this year sales will 
establish a new record for the company. Last year sales , 
increased more than 75 per cent over the 1940 level. 
The margin of profit rose from 12.5 per cent to 17 per 
cent and profits before taxes more than doubled the 
1940 figure. Heavier taxes, however, limited the gain 
in 1941 to 32 per cent. Last vear deductions for taxes 
were equal to nearly 65 per cent of pre-tax earnings. 
After payment of dividends on 34,385 shores of 5% 
convertible preferred stock, net available for the com- 
mon was equal to $4.61 a share. In 1940 net was equal 
to $3.52 a share. Dividends last year were conservative 
in relation to earnings, totaling $1.40 a share, suggesting 
that even if ample allowance is made for the increased 
tax liability this vear the $1.40 rate may be regarded 
as secure. Finances are comfortable and the preferred 
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shares are the only capital obligation ahead of the 398,- 
536 shares of common stock. Recent prices around 17, 
compare with 1942 price range of 1514-19. 


Paramount Pictures 


Dividends on Paramount Pictures common stock now 
appear established at the rate of 25 cents quarterly. 
There appears little reason to doubt that this rate can 
be maintained despite the fact that current earnings 
will have to absorb substantially larger taxes. The 
company’s report for the year ended Jan. 3, last, recently 
issued, disclosed earnings available for the common 
stock equal to $3.41 a share compared with $2.64 a 
share a year ago. The past two years have witnessed 
marked improvement in the company’s profits from the 
level of 1938-39. This achievement in a measure re- 
flects a greater percentage of money-making features 
produced by the company. To a larger extent, how- 
ever, it reflects greatly increased attendance at motion 
picture theaters and higher admission prices. At the 
outset of the war it appeared certain that with a large 
and profitable segment of the foreign market closed to 
domestic producers, earnings were due for a sizable 
setback. That the industry has fared much better than 
seemed likely was due to the prompt installation of 
operating economies and concentration on the type of 
feature productions calculated to appeal to more dis- 
criminating audiences in the United States. This policy, 
timed with rising purchasing power, has paid handsome 
returns at the box-office. Paramount operates an ex- 
tensive theater chain. In the past this has frequently 
been a costly white elephant but in the present setting 
it has given the company a decided advantage. More- 
over, Great Britain, where attendance at the movies 
last year broke all previous records, has made arrange- 
ments permitting producers to get a larger share of 
“blocked” profits out of that country. So far as prior- 
ities are concerned the industry has little to fear and 
any curtailment in production plans can probably be 
accomplished at the expense of “B” pictures. No price 
ceiling has been placed on admissions. The effect of 
tire shortages and gasoline rationing may restrict at- 
tendance in suburban sections, but in the more populous 
areas increased attendance may well be the result. Re- 
cently quoted around 13, Paramount Pictures common 
offers better-than-average promise among low priced 
issues. 


Phelps Dodge 


The outstanding factor in the current outlook fo; 
Phelps Dodge is the substantial prospective increase jn 
the company’s copper output. In fact it is one of the 
few domestic producers in a position to add materially 
to 1941 production. Last year Phelps Dodge produced 
363.6 million pounds of copper, an increase of 14 per 
cent over 1940. This year output will be augmented to 
the extent of at least 100 million pounds, with the new 
open-pit mine at Morenci, Arizona, in full production, 
The latter is a $34,000,000 project which has been jp 
the course of development over the past five years. With 
copper prices stabilized generally at 12 cents a pound, 
this additional production will make a timely contribv- 
tion to earnings. Faced with substantially higher tax 
levies this year, this increased output may enable the 
company to maintain earnings at least on a par with 
last year. Last year after taxes of $11,000,000, or about 
$2.17 per share of common stock, net earnings were 
equal to $2.80 a share. Had the current proposed levies 
been in effect the increase would have been equal to 
roughly 68 cents a share. Even so the $1.50 dividend 
would have been covered by a fair margin. Earnings 
in the initial quarter this year were officially estimated 
at 88 cents a share, without benefit, however, of the 
increased output of the Morenci property. This will be 
reflected in results of subsequent quarters. The com- ff 
pany’s financial position is comfortable and relieved of 
the necessity of making substantial capital outlays, an 
increase in the dividend is not an unlikely possibility. 
Recent quotations around 24 compare with 1942 high 
of 3234 and a low of 23%. 


Greyhound Corp. 


With railroad passenger transportation facilities taxed 
to virtual capacity, Greyhound Corp., the nation’s lead- 
ing operator of long distance busses, is handling an in- 
creasingly larger share of this traffic. Gasoline and tire 
rationing are also forcing many people to rely more and 
more on busses. Both the Army and Navy are using 
the company’s facilities to expedite troop movements. 
In the circumstances, Greyhound will probably handle 
a record-breaking volume of traffic. Earlier this year 
the company was granted an increase of 10 per cent 


in fare rates. All of which (Please turn to page 205) 
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A temporary dip in bank debits and somewhat 
greater than normal seasonal recession in pa- 
perboard production have contributed to a 
fractional decline in per capita business ac- 
tivity since our last issue. Orders booked by 
manufacturers during March, according to the 
Department of Commerce, were 12%, below 
February; but 32% ahead of March, 1941. 
March shipments were fractionally lower than 
for February; but 34% above last year. Civil 
non-agricultural employment rose between 
mid-February and mid-March by 303,000 to 40,- 
298,000, a new March high and 2,537,000 above 
a year earlier. Most of the twelve-months' in- 
crease was in war industries. 

* * * 

Defense—War cost from mid-1940 through 
May [5 has been $28.4 billion. World War |, 
from 1917 until the peace treaty was signed in 
1921, cost us only $25.73 billion; but interest, 
pensions and the soldiers’ bonus of 1936 have 
since raised the total to around $45 billion. All 
previous wars including the Revolution, $150 
million; War of 1812, $134 million; Mexican 
War, $165 million; Civil War—North only— 
$15.1 million up to 1938; War with Spain, up to 
1938, $1.92 billion) cost a total of about $17 
billion, making a grand total of $62 billion for 
all of our wars prior to this one. 


(Please turn to following page) 





CONCLUSIONS 


INDUSTRY—A year from now, war 
activities are expected to absorb 
53% of the national income and de- 
press living standards by 40%. 


TRADE—O P A plans to stop accumu- 


lations of store inventories. 


COMMODITIES—Domestic crops will 
attain record proportions this year 
despite poor weather conditions. 


MONEY AND CREDIT—New policy 
of diversifying Treasury financing has 


scored signal success. 
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Store inventories in the New York area at the 
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Latest Previous Last 
Date heuth Month Year PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION(a)| Apr. 174 172 144 A heap of nonsense is being written about the 
INDEX OF PRODUCTION AND supposedly devastating effect of the new taxes 
aes... .............. Oe 111 119 105 upon corporate profits. The fact is that tentative 
RRR ee: Mar. 120 120 (09 | ee Sen ey Se Hen ep oe ee 
aC: a Mar. 128 128 113 ne te wound Ett ak your e Supeniae br 
Non-Durable Goods........... Mar. 113 114 106 ills by a total of only iS bilicn, or 315%, 
Primary Distribution............ Mar. 109 110 98 Under the iromendous eo Government 
EM “eat 99 96 103 deficit spending it would be little short of miracu- 
Miscellaneous Services.......... Mar. 112 113 101 rate Pa as a whole = Hie! meet this 
relatively small rise in taxes and still realize a sub- 
WHOLESALE PRICES (h)....... Apr. 98.8 97.6 83.2 stantial increase in net. This is not to say that 
that profits as reported this year will reveal an 
COST OF LIVING (d) increase. Heavy reserves for post-war contingen- 
ong ics nes some Apr. 97.1 96.1 86.9 | cies (which should be charged to surplus and not 
oa oe eee Apr. 98.8 97.5 81.0 | deducted from current income) may prevent this. 
EE See eerie He Apr. 91.0 90.7 87.8 Dividends, however, will be cut substantially un- 
Se aa ta aed Apr. 88.4 85.8 73.3 | der a realistic policy of conserving liquid assets 
Fuel endl QGA. 2... els Apr. 90.1 90.4 86.4 for post-war needs. 
eA On Be Cees pa rman ae Apr. 104.1 103.5 98.3 
Purchasing Value of Dollar...... Apr. 103.0 104.1 14:5:7 + + * 
NATIONAL INCOME (cm)j....) Mar. 8,654 7,952 6,971 Income payments in March reached the an- 
nual rate of $106 billion; 21% above last year. 
wate ae tinal re a sate sais Out of the total national income in March, which 
RP RONNIE 3 +b 8 eos 4 s+ 0-0 « ar. amounted to $8.65 billion, armament production 
Including Gov't Payments sete Jan. 1,097 1,235 154 accounted for $2.39 billion while price increases 
p 
Prices Received by Farmers (ee)..| Mar. 146 145 103 alcorhed dditional $0.75 billion, leavi | 
Prices Paid by Farmers (ee) Mar 148 147 124 i ee ee 
é . ‘ peiecis $5.51 billion of goods and services available for 
Ratio: Prices Received to Prices wilt : . PTA 
Paid (ee) M 99 99 80 civilian consumption, compared with $6.44 billion 
Bos orion eee ear tices a at. in the like month of last year. On a per capita | 
FACTORY EMPLOYMENT (f) basis, this indicates that living standards would 
Durable Goods................ Mar. 147.0 145.1 4937 | etme aR, Sree ine oes ape wore: Mors 
Non-durable Goods............ Maer. 6 4 | 8 | ee 
which to draw for cushioning the drop 
FACTORY PAYROLLS (f)...... Mar. 181.9 178.2 131.9 | in Production. A year from now, war expendi- 
tures are expected to reach their maximum limit 
RETAIL TRADE of $80 billion per annum, about 53.3% of the na- 
Retail Stores Sales $ f............ Feb. 3,715 4,211 3,538 tional income; leaving only $56 billion available 
Durable Goods (a)............. Feb. 109.5 116.7 Tiss (at present prices) for civilian purposes. The ulti- 
Non-durable Goods (a)... «....... Feb. 150.1 156.5 124.6 mate consequence of this would be a slump of 
Chain Store YC) re Mar. 169 165 128 nearly 40% in living standards, from last year's 
Retail Prices (s) as of............. Apr. 113.4 112.5 95.5 level, and an explosive rise in prices unless ade- 
FOREIGN TRADE quate steps are taken to absorb the greatly ex- 
Merchandise Exportst.......... Mar. $608 $475 $350 pinded qavahading: greinie Oh ‘wir: anthers. 
Cumulative year's totalf to...... Mar. |i | er 985 
Merchandise Importst.......... Mar. 252 239 255 Fee 
Cumulative year's totalf to...... Mar. 7 ee 695 
RAILROAD EARNINGS Under a policy of freezing prices and gearing 
Total Operating Revenues*..... Mar. $540,280 $462,486 $416,319 wages fe tving rseerg ro aw wd avieg 
Toll Cpantiny Rapeatiters*.| (er. 300,851 M59652 Seay | NetID See senetiny: setaty sertenny shor 
8 papain tecie i 5 aia Mar. 14532 56,736 41,931 | Novemebr, while rising 3.3% in the U.S. During 
Net Rwy. Operating Income*...| Mar. 48,230 66,486 —-32,256 | the Past twelve months, wholesale prices here 
Operating Ratio%............. Mar. EL Bor perpen og ggnce ort owed 
ucts) and retail prices 19%, exclusive of foods. 
STEEL 
Ingot Production in tons*....... | Apr. 7,122 7,393 6,754 i Ge one 
Pig lron Production in tons*®....| Mar. S413 4,458 4,104 
Shi ts, U. S. Steel i fae : 
snc Steel in tons Apr 1,759 1,781 1,688 U. S. factory sales of automobiles during 
GENERAL March consisted of 6,216 passenger cars, com- 
Paperboard, new orders (st)........ Mar. 542,432 508,272 543,988 pared with 410,196 in March, 1941; and 88,294 
Machine Tool Output (millions of 5) Mar. 109 93 57 trucks, against 97,638 last year. 
Railway Equipment Orders (Ry) 
—— eyes oy eee Ag 169 95 127 to * * 
MRR OBIS 5615 5 aS windows 1%’ eb. 11,085 8,479 5,645 
PAB NROE AIG 56 nbsp nobis > FRR ONS. Solos oanmn e Reney ies 45 , 
Cigarette Production}............. Apr. 17,380 17,016 15,854 Department ae sales in the week ended 
Bituminous Coal Production» (tons)| Apr. 49,000 47,400 5.975 | May 9 were only 6% above last year (indicating 
Portland Cement Shipments* (bbls.)) Apr. 14,774 12,562 14,132 a 11% drop in unit volume}, compared with a 
Commercial Failures (c)........... Mar. 1,048 916 1,211 cumulative increase of 20% for the year to date. 
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Latest Previous Year 
Date Weel. Week Ago PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS end of April, however were 77% above last year, 
ACTIVITY 1923-25—100...... May 16 = 127.6 128.4 115.1 reflecting accumulation of scarcity goods. Depart- 
ment of Commerce estimates exports at $7 
ELECTRIC POWER OUTPUT billion this year, including lease-lend, against 
<< 1 Seta cence Ty May 16 3,357 3,365 3,012 | 915 billion leet yaar: and Sapeete ak SB Stem 
7 against $3.35 billion. 
TRANSPORTATION | | gach 
Carloadings, total................ May 16 839,052 839,253 860,802 O P A has authorized steel companies to raise 
OSIM co vista paca pete tle ewe SE May 16 34,964 35,145 38,905 prices enough to offset recent freight advances; 
oe EC a eee eet Site May 16 169,007 167,809 147,454 but future wage increases, most of which would 
PcuesmUbenueten =. xs a0sG- coe alee 3 May 16 49,854 50,618 41,342 come out of taxes, must be absorbed. 
Manufacturing & Miscellaneous....) May 16 378,175 374,434 368,401 
CEE see ee May 16 97,219 98.433 162,519 abating 
| Though carloadings of recent weeks have been 
STEEL PRICES | declining contraseasonally, revenue ton mileage 
Pig Iron $ per ton (m)............ | May 19 23.61 23.61 23.61 has been ineceading ony te much og te 
Scrap $ per ton (m).............. | May 19 19.17 19.17 19.17 nomical loading of L. c. L. freight. w eS wa 
Finished ¢ per Ib. (m)............. | May 19 2.305 2.305 2.305 | conttcl callveas trefiic righty, eliminating eight 
cross hauling and detouring, and rationing pas- 








senger travel, especially during summer months. 


STEEL OPERATIONS | | 
% of Capacity week ended (m)....| May 23 99.0 99.5 101.0 | ea 
| | Profits of public utility industry for the first 





quarter were 13.5% below the like period last 


PETROLEUM | | ere 13 re | 
5% . SE 
Average Daily Production bbls.*..| May 16 3,484 3,544 3,784 | ee a et ee 
Crude Runs to Stills Avge. bbls.*. .| May 16 3,484 3,406 3,860 | ne in spite of, but because of, the war emer- 
Total Gasoline Stocks bbls.*...... | May 16 99,134 100,650 94,286 “ ind ‘st A : d $1,069 mil- 
Fuel Oil Stocks bbls.*........... May 16 78,826 80,155 Ce | ee ee : 
Crude—Mid-Cont. $ per bbl... ... May 22 { 17 1 17 1 07 | lion for construction this year, against $869 mil- 
| Crude—Pennsylvania $ per bbl..... May 22 7:25 2.25 1.88 | wayne re ti A power shortage looms, dus 
Gasoline—Refinery $ per gal...... | May 22 092 to severe drought. 


.092 07% 

















TMillions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. ¥. 100%—estimated 
long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
(e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (f)—1923-25—100. (h)—U. S. B. L. S. 1926—100. (j)— 
Adjusted—1929-31—100. (m)—lIron Age. (n)—1926—100. (n. i. c. b.}—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. 
(pc)—Per Cent of capacity. (pl)—Preliminary. (r)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st.)—Short tons. 
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1942 Indexes | 1942 Indexes 
No. of nL OPT 

Issues (1925 Close—100) High Low May 16 May 23 || (Nov. 14, 1936, Cl—100) High Low May 16 May 23 
270 COMBINED AVERAGE 48.6 41.4 42.2 42.5 || 100 HIGH PRICED STOCKS.. 51.96 43.20 44.75 44.81 


|| 100 LOW PRICED STOCKS... 38.78. 31.66 31.66t 32.89 








3 Agricultural Implements. . . 82.6 127 79.1 81.3 
































A—New HIGH this year. New LOWS since: a-1941; b-1940;c-1939; d-1938; 9-1935; h-1934; k-1933; t-Nov. 14, 1936. 





3 Liquor (1932 Co.—100).. 159.9 373 148.0 152.0 
9 Aircraft (1927 Cl—100).. 172.6 123.8 125.3 123.8¢ | 8 Machinery......... one 83.8 67.9 104 «| Ta 
4 Air Lines (1934 Cl—100) 245.0 178.4 193.2 223.1 | 2 Mail Order:............: 53.9 45.2 49.6 53.4 
| 5 Amusements............. 1.7 27.0 295 30.6 || 4 MeatPacking....:....... 46.0 33.5 34.2 33.5k 
| 13 Automobile Accessories... 79.3 70.4 71.4 70.42 || 9 Metals, non-Ferrous....... 131.7 101.0 103.2 101.0a 
| 3 Antomobites:............. 9.7 71 EO SE ll SRB AOR era ees, cra a ae oc 4%:3 9.3 9.6 9.3¢ 
3 Baking (1926 Cl—100)... 6.1 5.0 5.0 me | at Petromcns....... ..c0> 74.6 59.8 60.7 61.7 
| 3 Business Machines........ 94.2 81.7 89.8 93.6 || 16 Public Utilities........... 19.1 13.8 14.2 14.4 
| 2 Bus Lines (1926 Cl.—100). 64.6 38.2 52.3 53.1 | 3 Radio (1927 Cl._—100)... EP 5.9 7.0 7.2 
| 6 CUCL | CRS MR re eee 156.3 126.3 127.7 128.9 || 7 Railroad Equipment....... 37.9 28.9 29.9 28.9d 
| 14 Gonshuction: =. os. en 19.6 16.4 THO TTS || 10 RO A <<. eine cece: 9.9 7.6 19 Ta 
Bi Gantametg.. 2000 <kel a wc 158.8 138.4 146.0 151.9 | pol? C2 | ne eee 1.9 1.3 ts fia 
| 8 Copper & Brass........... sy 59.7 60.5 59.7g || 2 Shipbuilding............. 112.0 88.5 92.6 88.56 
| “Batty Products-... os. <<. 27.8 25.5 25.9 26.4 a 65.0 53.1 54.7 53.1h 
| 6 Department Stores........ 16.3 12.4 12.8 13.4 | 2 NR ere ney sand caravan a: 40.1 27.7 28.7 27.7a 
6 Drugs & Toilet Articles.... 43.5 37.1 38.6 37.9 eSBs or, sas Pa a 1794. t3iS 144.2 148.8 
| 2 Finance Companies....... 123.6 99.5 115.4 123.6A |) 3 Telephone & Telegraph.... 40.0 30.6 37.4 40.0A 
( , SARooas brands: s,fctos nto 78.6 60.6 61.3 64.4 ELC? oI genes 34.2 24.4 26.6 26.8 
| @ Food Sters............. 43.7 32.2 34.3 34.9 || 3 Tires & Rubber........... 10.8 7.9 10.5 10.8A 
OUT MAMMRME oo e8o 2s a Siccakesas 28.1 ye | y Avec MI (ey | ee?) (1 ee 55.3 40.7 45.7 46.5 
| 2 Gold Mining............ 455.2 315.4 331.9 380.4 || 2 Variety Stores............ 187.2 147.7 151.8 158.6 
| 6 Investment Trusts......... 16.5 13.8 14.6 15.1 || 19 Unclassified(1941 Cl—100) 109.9 90.8 93.7 94.7 
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Trend of Commodities 


Of the 28 basic commodities which comprise the Bureau 
of Labor Statistics daily index of commodity prices, twenty 
are now subject to price control. The latter are comprised 
mainly of industrial raw materials and imported foodstuffs. 
The eight commodities not controlled are agricultural com- 
modities subject to special parity requirements. Recently 
the Bureau segregated these two groups and constructed a 
price chart of their movement. Last year and in the first 
quarter of the current year the index of the larger group 
reflected the pressure on prices resulting from restricted 
supplies and later this gave way to a more stabilized trend 


as more and more of these basic commodities were brought 
under price control. Since the start of the current year 
there has been very little change in the index of these prices. 
In the case of the uncontrolled group, it is noted that the 
price trend has been upward with only brief interruptions 
and earlier this year this group had risen far higher relative 
to the 1939 base than had the price index of controlled 
prices. Also in connection with the latter it is noteworthy that 
prices were all under the control of OPA with the exception 
of rubber, where prices are set by Rubber Reserve Co., and 
were not subject to the General Maximum Price Regulation. 
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FINISHED PRODUCTS 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


May15 May 22 


28 Basic Commodities........... 167.4 167.1 
Import Commodities ........... 162.4 161.6 
Domestic Commodities ......... 170.7 170.7 


May15 May 22 
Domestic Agricultural .......... 186.8 185.6 
MEIMUS) 5 oicjocieic sicie.e b4.sisieo sais 187.6 187.5 
Raw Industrial ..............6. 153.6 153.0 





Commodity Briefs 








Cotton. Peace rumors were largely responsible for a 
break of $1.75 a bale in cotton prices last week. Regard- 
less of the illogic of such rumors at this time, traders were 
fearful of the possible consequence of an early peace. 
The unprecedented rate of activity in the textile industry, 
rapidly transforming cotton surpluses into possible short- 
ages, would, it was thought, melt into thin air. Some 
recovery was noted at the week's close. 


Grains. Despite drought conditions in the West and 
excessive moisture in the East, there is every indication, 
according to Government surveys, that crops this year 
will again attain record proportions. The winter wheat 
crop this year has been estimated at 646,875,000 bushels 
compared to the actual harvest last year of 671,293,000. 


Copper. Current production quotas have been set so 
high that premium prices for —, in excess of 





quotas will not mean very much for the average domestic 


producer. Only the smaller and higher cost producers, 
where output has been on a restricted basis, will have 
anything to gain from the 17-cent price. 


Lead. Refinery stocks rose, 4,200 tons in April, but 
figures do not take into account metal owned or con- 
trolled by Metals Reserve Corp. 


Zinc. Control of distribution will be 100% in the hands 
of the Government after June |. 


Rubber. More grain alcohol will be made available to 
producers of synthetic rubber. Ultimately as much as 
200,000 tons annually of the synthetic product may be 
manufactured from alcohol. 


Leather. Shoe output in April totaled 45,500,000 pairs 
compared with 44,815,000 pairs in March. Production 
schedules for May indicate a slight decline from April 
but output will be ahead of that for last year. 
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The Personal Service Department of THe MacGazine oF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2, Confine your requests to three listed securities. 
3, No inquiry wll be answered which does not enclose stamped, self-addressed 


envelope. 


4, If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Sutherland Paper Company 


Holding 200 shares of Sutherland Paper 
common at 35, its current low market price is 
puzzling me. I was gratified with first quar- 
ter earnings of 85 cents and hope that it may 
be maintained. What is your opinion? It is 
my understanding that the company is doing 
well in manufacturing food containers as sub- 
stitutes for tin cans .. . that this trend is 
likely to grow during the war, assuring record 
business. But will sufficient pulp be obtained 
with Scandinavian imports shut off? Would 
you average?—M. P. L., Miami, Fla. 


Although the total net sales of 
Sutherland Paper Company last 
year amounted to $12,842,872, rep- 
resenting a considerable improve- 
ment over the $10,315,920 shown 
for 1940, the gain in net earnings 
was held to modest proportions by 
sharply higher taxes. In the first 
quarter of this year, however, it was 
most gratifying to note that after 
allowing for Federal income taxes 
at the rate of 60%, the company 
was able to show a very satisfactory 
tise in the earnings available for 
common stockholders, with the 
equivalent of 85 cents a share com- 
paring with 51 cents for the like 
period of last year. As the foremost 
manufacturer of paraffined cartons 
for numerous items such as dairy 
and other essential foods, demand 
for the company’s products has re- 
flected the rise in food sales gen- 
erally, while the various cartons 
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used for miscellaneous packaging 
and display purposes manufactured 
by the company have also been en- 
joying a record volume. Last year 
the company spent approximately 
$667,000 on plant improvements 
with $182,000 of this amount going 
for land and buildings and $485,000 
for machinery and other equipment. 
These outlays are expected to con- 
tribute importantly to both effi- 
ciency and capacity during the cur- 
rent year when demand for the 
company’s products promises to con- 
tinue extremely heavy. As pointed 
out in the réport for last year, some 
857% of the company’s business con- 
sists of containers for foods, with 
7% going to cigarette and personal 
hygiene products. Thus the matter 
of allocations should have little 
effect upon present production espe- 
cially since the use of paper con- 
tainers in place of tin is being 
encouraged by the Government 
wherever practicable. Along this 
line, there is a definite tendency at 
the present time to dehydrate foods 
in order to allow shipping in paper 
containers. The company feels that 


Inquiries 


once this practice becomes estab- 
lished during the war period, it will 
continue after the war, since on a 
price and weight basis the odds favor 
paper as opposed to metal or glass. 
There seems to be no serious prob- 
lem for the industry in the shutting 
off of supplies from Scandinavia, 
since the domestic producers have 
been making up this deficiency in a 
satisfactory manner. With prices on 
materials purchased likely to be well 
controlled during the war period, the 
profit margin on sales should con- 
tinue at levels permitting of well- 
sustained earnings, and while taxes 
will continue burdensome, the indi- 
cated further rise in volume business 
may prove an offset. For one inter- 
ested in income return and moderate 
price improvement over a period of 
time, the stock is believed to hoid 
interesting possibilities at recent de- 
pressed levels. 


Texas Gulf Sulphur Company 


What are this year’s dividend prospects 
for Texas Gulf Sulphur common? Am I 
right in feeling that the $2.50 annual pay- 
ment will be cut... and to what extent? 
Is it possible that the expanded use of the 
company’s product of sulphuric acid in the 
tremendous war efforts will boost sales to 
offset heavier taxes? Are stocks of sulphur 
holding up despite record shipments? I have 
100 shares at 38 and am wondering whether 
to hold for income, and appreciation to my 
cost—R. B. N., Kansas City, Mo. 


Texas Gulf Sulphur Company pro- 
duces about 50 per cent of the 
United States output of native sul- 
phur, which in turn accounts for 
25 to 30 per cent of the world’s grime- 
stone sulphur output, but a small 
percentage of the sulphur produced 
by all methods. About 70 per cent 
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of domestic output of native sulphur 
is used in producing sulphuric acid. 
Sulphur in some form finds its way 
into most manufacturing processes. 
It has become indispensable in the 
rapidly expanding rayon, silk, paints 
and pigments, chemical and plastic 
industries. Sulphur, likewise, is a 
necessity in oil refining and metal- 
lurgical processes, in the making of 
paper, rubber goods and textiles. 
Property controlled through leases 
contained a reserve at the end of 
1939 estimated around 36,000,000 
tons of sulphur. Shipments in 1941 
exceeded 2,000,000 tons. There are 
other reserves on the Texas Gulf 
Coast and in Louisiana. Texas Gulf 
Sulphur Company has no funded 
debt. Finances are very liquid; in- 
ventory has been steadily increased 
as a sound investment. Sulphur de- 
mands, particularly from the iron 
and steel, metallurgical and heavy 
chemical industries, will continue 
large. New explosive plants coming 
into operation will also aid revenues. 
Although the basic price of sulphur 
will be unchanged, larger volume 
should more than compensate for 
narrowing margins caused by higher 
costs. Higher taxes, however, will 
probably hold final profits under the 
$2.35 a share earned in 1941. The 
stock returns a good yield and 
dividends amounted to $2.50 per 
common share during 1940 and 1941. 
This should continue to attract in- 
vestment support for the stock and 
should justify purchases at current 
levels. 





Glidden Company 


How do you rate Glidden common with 
its last annual earnings of $3.08? Are recent 
record sales expected to continue . . . and to 
sustain earnings in spite of larger taxes? My 
broker tells me that there is a huge demand 
for paint and varnish for war work and the 
company will benefit through a new method 
of treating tin. Will you please send me your 
analysis and advise whether to buy addi- 
tional shares to bring down the price of 
22 for the 300 I now hold?—M. I. S., Wil- 
liamsport, Pa. 


Sales of Glidden Company during 
the fiscal year ended October 31, 
last, increased some 37% over the 
preceding year to an all time high 
in the company’s history and all 
divisions of the business were oper- 
ated at a profit. Despite sharply 
higher taxes, the profit, after 
charges, was equal to $3.08 a share 
as compared with $1.56 the vear be- 
fore. The volume of business con- 
tinued -to grow during the first 


quarter of the current fiscal year 
and for the three months ended 
January 31, sales increased 60% 
over the like period of the preceding 
year. At the time of the report, it 
was pointed out that plant capacity 
was being fully employed and from 
all indications this situation would 
continue over early future months, 
at least. Last year the company paid 
dividends totaling $1.50 a share and 
so far in the current fiseal year two 
payments of 50 cents each have been 
made, thereby indicating an increase 
in total payments for the year. How- 
ever, future policy in this regard 
will doubtless depend in large meas- 
ure upon the extent of income tax 
increases. Some difficulty has been 
experienced in obtaining certain raw 
materials, but thus far suitable sub- 
stitutes have enabled the organiza- 
tion to meet customer demands in a 
satisfactory manner. While the bulk 
of sales increase may be attributed 
to regular customers, paint and 
varnish is being widely used in de- 
fense construction work and it is 
expected that demand from such 
sources will continue satisfactory 
during the period of the war emer- 
gency and such business should off- 
set in part the imdicated decline in 
residential demand. In the com- 
pany’s food products division a sat- 
isfactory growth has also been ex- 
perienced and in view of the essential 
nature of this branch of the busi- 
ness, priorities do not present a 
problem. The processing of soya 
beans into flour and various other 
derivatives is showing much prog- 
ress, while the naval stores produced 
are coming in for increased demand 
from the Government. Since the tin 
shortage, a varnish is’ being used 
widely as a base for the inside of 
cans, making possible a thinner ap- 
plication of tin in packing such items 
as shrimp, crab-meat and tomato 
juice, for example. This business 
may develop into some importance 
earningswise during the period 
ahead. The company’s wide diversi- 
fication of interests makes for 
strength and sustained earnings dur- 
ing periods in our economy when a 
company less diversified might ex- 
perience a sharp contraction in sales. 
Most dynamic sales growth is nat- 
urally registered by those lines de- 
pendent upon such businesses as 
construction and chemistry. The 
growth of the business recently has 
necessitated large cash outlays, but 
finances have been maintained in 


good shape and every precaution has 
been taken to prevent inventory 
losses through hedging and con- 
servatism in accounting practices, 
Since the longer term market poten- 
tialities of the stock appear promis- 
mg, we would not oppose averaging 
if by so doing you would not then 
hold a disproportionate amount of 
this one issue. 





American Snuff Company 


Selling around 30, do your analysts think; 
American Snuff common has over-discounted 
any further earnings reductions? I have con- 
tinued to hold 150 shares at 52, not wishing 
to take such a capital loss, and anticipating 
that the company might reflect the better 
purchasing power of the southern industrial 
areas. What is the dividend outlook this 
year? Can I look for some comeback market- 
wise or shall I switch to a more dynamic 
investment situation?R—R. O. C., Memphis, 
Tenn. 


While the rise in consumer pur- 
chasing power in the South should 
tend to aid sales of American Snuff 
somewhat, costs are also tending 
higher and it is accordingly believed 
unlikely that operating income will 
show much, if any, improvement 
this year. The principal drawback 
in the net earnings picture, however, 
is that of corporate taxes. Under 
the Treasury’s proposal, the com- 
bined normal and surtax rate would 
be increased to 55% and the excess 
profits tax to a maximum of 75%. 
In view of the stable nature of this 
company’s business, it has not been 
subject to excess profits taxes thus 
far and does not seem likely to be 
in the future. The increase in nor- 
mal and surtax rates from a total of 
31% for last year to 55% would, 
however, fall heavily upon busi- 
nesses of this type, and accordingly 
the more moderate normal and sur- 
tax rate of 40% proposed by the 
House Ways and Means Committee 
is most reassuring. That proposal, 
while representing an increase in 
the rate over the preceding year, 
could probably be absorbed without 
too much difficulty. Last year the 
company paid dividends totaling 
$3.25 a share on the common stock 
and thus far this year two quarterly 
dividends of 60 cents a share have 
been supplemented by a special pay- 
ment of 40 cents. Previously the 
company had been paying 75 cents 
quarterly. Indications are that the 
rise in taxes coupled with the ab- 
sence of further non-recurring tax 
credits of consequence, will result 
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in moderately lower earnings this 
year, but even so dividends should 
be held around the recent level. 
Finances have been maintained 
in good shape with current assets 
at the close of last year equal- 
ing $14,539,179, including cash alone 
of $2,306,538, comparing with cur- 
rent liabilities of but $1,194,186. 
Included in current assets also were 
marketable securities having a value 
of $4,617,454, all of which indicates 
that directors will be able to con- 
servatively continue a policy of lib- 
eral dividend payments to share- 
holders. Capitalization is also of 
favorable significance to common 
stockholders, since there are no 
bonds outstanding and only 39,528 
shares of 6%, $100 par preferred pre- 
cede the 440,000 shares of common. 
In view of the high current return 
coupled with the good longer range 
prospect, we frankly would see no 
reason to disturb investment hold- 
ings here. 


South Porto Rico Sugar Company 


I would greatly appreciate your opinion 
of South Porto Rico Sugar common in view 
of today’s complex conditions. My commit- 
ment consists of 250 shares at 30. It was 
disappointing to note the deficit shown on 
my stock in the last fiscal report. Can the 
company now take advantage of the sharp 
improvement in world sugar price so that 
earnings will rebound close to the $2.16 re- 
ported in 1940? Please advise me how you 
size up the outlook and what action to take.— 


J. M. J., El Paso, Texas. 


South Porto Rico Sugar is a rank- 
ing producer of raw sugar in Puerto 
Rico and the Dominican Republic. 
Properties include about 350 acres in 
Porto Rico and a modern raw sugar 
mill with a capacity of over 150,000 
short tons of sugar a year. In the 
Dominican Republican some 150,000 
acres are owned, half of which are 
under cultivation. Total production 
in the five years through 1941 aver- 
aged about 283.410 short tons annu- 
ally, of which about 35 per cent was 
from Porto Rico and the remainder 
from the Dominican Republic. The 
former is shipped duty-free to the 
United States; the latter at normal 
times is marketed in Europe. South 
Porto Rico Sugar Company’s finan- 
cial position has been consistently 
strong for a long period and has 
been featured by large cash items. 
At the close of the 1941 fiscal year, 
cash of over $3,500,000 and market- 
able securities of over $4,000,000 
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CARE FOR YOUR CAR 


.+sFOR YOUR COUNTRY 


The servicing that your car needs right now, is WAR 
CONDITIONING. You want to put that car on a war- 
footing—to make it endure for the duration. And for 
that, the man to see is your Texaco Dealer. 


He’ll START with your radiator— flush out the whole 
cooling system. He'll drain off that wornoil,and refill with 
an oil that’s insulated against heat—Insulated Havoline 
or Insulated Texaco Motor Oil. He’ll protect the gears, 
too— with the correct grade of Texaco Gear Lubricants. 


FINALLY he'll go over the chassis of your car—go 
over it completely — with Texaco’s famous 40 point 
Marfak Chassis Lubrication Service. And he works by 
chart, not by chance. 


Yes, your Texaco Dealer has the training — and the 
Texaco Quality Products —to do a real job of war 
conditioning. So drive in—have a Texaco Dealer help 
you CARE FOR YOUR CAR, FOR YOUR COUNTRY. 








You'ne Welcome at 
te TEXACO DEALERS / 


who serve you with the products of The Texas 
Company in all 48 States . . . famous TEXACO 
FIRE-CHIEF GASOLINE ... SKY CHIEF, 
Texaco’s premium gasoline for those who want 
the best ... Insulated HAVOLINE and IN- 
SULATED TEXACO MOTOR OIL... MAR- 
FAK CHASSIS LUBRICATION SERVICE. 


Ww Ww Ww 












were many times small current lia- 
bilities of $1,171,564. The remainder 
of current assets consisted mainly of 
sugar and molasses on hand. Earn- 
ings of South Porto Rico Sugar will 
be governed largely by the level of 
prices in both the United States and 
world markets. Low costs give the 
company a competitive advantage. 
For the duration of the war, highly 
favorable prices are indicated for 
both markets, and since volume will 
be aided by reduced supplies avail- 
able from other sources, earnings 


should be very favorable. Porto 
Rican Land Law, as a threat to oper- 
ations, is regarded as having no sig- 
nificance under war conditions. Divi- 
dends aggregating 80 cents per share 
on the common stock were paid dur- 
ing 1941. It is expected that pay- 
ments will be continued during the 
current year and profits should re- 
bound to more than the $2.16 re- 
ported in 1940. 

The common stock, therefore, has 
interesting speculative possibilities 
for the intermediate term. 














INTERNATIONAL PETROLEUM 
COMPANY, LIMITED 


Notice to Shareholders and the 
Holders of Share Warrants 


NOTICE is hereby given that a-semi-annual 
dividend of 50c per share in Canadian Currency, 
has been declared, and that the same will be 
payable on or after the 1st day of June, ~ cdl 
in respect to the shares specified in any Bear 
Share Warrants of the Company of the 929 i= 
ne Bro nts presentation and delivery of coupons 

t+) at: 


THE ROYAL BANK OF CANADA 
King and Church Streets Branch, 
Toronto, Canada. 


The payment to Shareholders of record at_ the 
close of business on the 19th day of May, 1942, 
and whose shares are represented by registered 
Certificates of the 1929 issue, will be made by 
cheque, mailed from the offices of the Company 
on the 29th day of May, 19 

The transfer books will be closed from the 
20th day of May, to the 1st day of June, 1942, 
inclusive. and no Bearer Share Warrants will be 
“split” during that period. 

The Income Tax Act of the Dominion of 
Canada provides that a tax of 15% shall be 
imposed and deducted at the source on all divi- 
dends payable by Canadian debtors to non-resi- 
dents of Canada. The tax will be deducted from 
all dividend cheques mailed to non-resident share- 
holders and the Company’s Bankers will deduct 
the tax when paying coupons to or for account 
of non-resident shareholders. Ownership Certi- 
ficates must accompany all dividend coupons 
presented for payment by residents of Canada. 

Shareholders resident in the United States are 
advised that a credit for the Canadian tax with- 
held at souree is allowable against the tax shown 
on their United States Federal Income Tax re- 
turn. In order to claim such credit the United 
States tax authorities require evidence of the 
deduction of said tax, for which purpose Owner- 
ship Certificates (Form No. 601) must be com- 
pleted in duplicate and the Bank cashing the 
counons will endorse both copies with a certi- 
ficate relative to the deduction and payment of 
the tax and return one Certificate to the share- 
holder. If Forms No. 601 are not available at 
local United States banks, they can be secured 
from the Company’s office or the Royal Bank of 
Canada, Toronto. 

Under existing Canadian Regulations: 

(a) Payment of this dividend to residents of 
enemy or enemy occupied countries is prohibited. 

(b) Payment thereof to residents of other 
portions of Continental Europe or of the French 
Empire and China is prohibited but such _ resi- 
dents may direct the deposit to their credit in 
a Canadian Bank of all amounts payable to them. 

(c) Other non-residents of Canada may con- 
vert this dividend at current Canadian Foreign 
Exchange Control rates into such foreign cur- 
rencies as are permitted by the General Regula- 
tions of the Canadian Foreign Exchange Control 
Board. Such conversion can only be effected 
through an Authorized Dealer, i.e. a Canadian 
Branch of any Canadian Chartered Bank. 

Shareholders residing in the United States may 
convert the amount of the current dividend into 
United States currency at the official Canadian 
Foreign Exchange Control rate by sending at 
their own risk and expense, coupons, or dividend 
cheques properly endorsed, to The Agency of The 
Royal Bank of Canada, 68 William Street, New 
York City, which will accept them for collection 
through an authorized dealer, or direct to any 
authorized dealer of the Canadian Foreign Ex- 
change Control Board. 

Shareholders residing in countries other than 
the United States to whom payment is not pro- 
hibited as above noted, may convert the amount 
of the current dividend by sending at their own 
risk and expense, coupons, or dividend cheques 
properly endorsed, to The Royal Bank of Canada, 
King and Church Street Branch, Toronto, aa. 
or to any other authorized dealer or to 
Ageney of The Royal Bank S Canada, 68 Wil. 
liam Street, New York City, S. A., with a re- 
quest for a draft in such Bk. currency as is 
permitted in settlement of same, but they should 
first satisfy themselves that this action is not 
prohibited by the Foreign Exchange Control 
Regulations of the country in which they reside. 

By order of the Board, 

J. R. CLARKE, 
Secretary. 
56 Church Street, Toronto 2, Canada. 
15th May, 1942. 














Stockholders’ Forum 





(Continued from page 182) 


Concerning Executives’ 
Remuneration 


“Your article entitled “The For- 
gotten Investor’ in April 18th issue 
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of Magazine of Wall Street is ex- 
ceedingly timely. 

“The growing demand of cor- 
porate executives who are already 
paid exorbitant salaries, together 
with increasing yearly bonuses, to 
also be paid old age retirement 
funds, has reached a_point- where 
stockholders, the very lifeblood of 
industry, must arise and_ rebel 
against such atrocious demands. 
What right have these highly paid 
corporate executives, together with 
their greatly increased yearly 
bonuses, to old age security, any 
more than the well meaning stock- 
holders who have provided the 
means for these executives to draw 
salaries which have been pyramided 
in recent years together with un- 
reasonably large yearly bonuses? 

“On the other hand, the stock- 
holders, which are the main cog in 
the industrial set-up, are being 
handed a reduced dividend check, 
together with a warning of possible 
elimination entirely, with no thought 
or concern whatever of their old age 
security. 

“This colossal injustice has reached 
a point where stockholders must 
arise and assert themselves, and 
when proxies are received making 
such unreasonable demands, to be 
auick to sense the scheme and vote 
EMPHATICALLY NO.” 

M. A. CieEary, 


Logansport, Indiana. 
Thanks 


“Relative to the article “The For- 
gotten Investor’ (April 18th issue 
The Magazine of Wall Street), and 
the editorial in a recent issue by 
Charles Benedict, I write to say 
God bless you for the interest shown 
in defense of and space given to de- 
fending the position of the stock- 
holder who is being’ betrayed by 
audacious officials. 

“T for one am entirely dependent 
upon the meager revenue received 
from investments which I purchased 
after years of sacrifice and hard 
work so as to have some security in 
my old age. Apparently I should 
have rested on my oars in my youth 
and demanded Social Security in my 
old age, but I have too much red 
blood in my veins not to earn my 
own way while I am physically able 
to do so. And I am willing to sacri- 
fice in an endeavor to help the war 
effort, but not to bulge the already 
bursting pockets of selfish plutocrats. 


“Thank you again for the admir- 
able stand you have taken in behalf 
of the stockholder. It is the best 
expression of right principle I have 
seen in a good many years.” 

Mrs. Norma STANAway, 
Negaunee, Michigan. 


Democratic Rights 


“I have been reading your articles 
on the rights of stockholders and 
have intended to write before this 
and express my appreciation that a 
champion had appeared for the sadly 
abused stockholder. 

“You article in the May 2nd issue 
has put the matter so exactly as I 
see it that I hasten to comply with 
your request to write and say you 
have my wholehearted support for 
working out a movement to correct 
the many abuses found in far too 
many managements. 

“Now is the time for the truly 
democratic rights of the stockholder 
to be established, thereby helping to 
establish other much needed re- 
forms.” 

Mrs. Susan H. Scunemer. 
Langhorne, Pennsylvania. 





Today's Foundation for 
Post-War Stability 





(Continued from page 169) 


That does not seem to me to be 
the stuff of which post-war depres- 
sion is made. There is no reason 
why it could not prove to be the 
foundation for a post-war period of 
private spending and investment so 
active as to reduce the excuse for 
Government pump-priming to pro- 
portions far smaller than some at 
Washington now speculate on. 

As a further cushion, individuals 
and business concerns are going to 
be encouraged to reduce debts, this 
reduction being a partial offset to 
the huge rise in Federal debt. Thus 
the basis for renewed expansion of 
private debt after the war will be 
strengthened. It is not improbable 
that taxpayers will be allowed a tax 
credit for debt. reduction, as advo- 
cated by Senator George, chairman 
of the Senate Finance Committee, 
and as believed to be approved at 
least in principle by the Treasury. 
Said Senator George: 

“T wish to take this occasion to 
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say the ability of the taxpayer, 
whether an individual or a corpora- 
tion, to hquidate his debt, deter- 
mines the ability of the taxpayer to 
borrow. In other words, it goes to 
the basis of the whole credit system 
and the credit system is the basis 
of free enterprise as we know it in 
the United States.” 

Adding that our whole industrial 
machine “is now undergoing depre- 
ciation and obsolescence at a rate 
more rapid than ever before,” the 
Senator urged that it is doubly nec- 
essary not only that provision be 
made for payments upon existing 
debts against taxable income but 
also that additional provision be 
made for reserves as a_ post-war 
cushion. — 

That sounds to me like a sensible 
statement which should encourage 
those who despair of the future of 
our private enterprise system. True, 
Senator George is not a New Dealer 
—but from what I can see his gen- 
eral attitude toward our capitalist 
system is more in line with the at- 
titude of the real policy makers of 
the New Deal than is that of the 
“small fry” New Dealers who prattle 
of “Socialism” over their highballs. 

The great public debt that will 
confront us is not to be laughed at, 
but it can be managed. We shall 
have to raise our sights both on debt 
and production potentials, for debt 
service is really heavy, moderate or 
light not in any absolute sense but 
only in relation to production of 
national income. What are our 
limits of production? We are pro- 
ducing goods and services now in 
physical volume more than 40 per 
cent greater than in 1929; and we 
have the means and the know-how 
of further and almost indefinitely 
increasing our capacity to produce 
over a period of time. Is it fantastic 
to speculate that within a decade of 
peace time production we might at- 
tain a national income, in terms of 
present prices, in excess of 125 bil- 
lions a year? No more fantastic 
than the “fantastic” goal—soon to 
be achieved—of producing 60,000 
airplanes this year. And if we at- 
tain such an income, certainly a Fed- 
eral debt service of 5 to 6 billions a 
year or even a bit more could be 
borne by the taxpayers with no 
great difficulty. 

Finally, a word for pessimists who 
figure that between the Federal tax 
collector and the enforced demands 
of organized labor there will be no 
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future profits worth talking about 
in business enterprises. Lets look 
briefly at the labor angle first in 
sane perspective. The high wage 
policy is nothing new in this coun- 
try and, despite its intensified ap- 
plication under the New Deal, to 
date there is no factual evidence that 
increased wages have reduced in- 
dustrial earning power. Don’t con- 
fuse this matter of earning power 
with net profits. If it’s taxes that 
restrict net profits—as they in- 
dubitably should during a war in 
which the expansion of industrial 
volume is publicly financed—why 
blame that on the labor factor? To 
get the real measure of the effects 
of wage costs upon the profitability 
of enterprise you have to look at 
earnings before taxes. When you 
do so you will note that earning 
power before taxes last year was 
more than 50 per cent above that of 
1929 in the manufacturing indus- 
tries, although hourly wage rates 
were some 35 per cent higher than 
in 1929. 

Labor costs per unit of produc- 
tion are considerably lower than in 
1929. Despite relatively short-run 
fluctuations, the evidence clearly in- 
dicates a long-term decline in unit 
labor costs because we certainly are 
not yet at the limit of increase in 
productive efficiency. On the con- 
trary, the rapid advance in indus- 
trial technology and _ operating 
methods induced by the war effort 
will make our industrial plant in 
future far more efficient than it is 
now. That means that still higher 
wage rates can and will be paid in 
due time—with beneficent effect 
upon mass purchasing power and 
consumer markets—and_ without 
necessarily curtailing, much less de- 
stroying, industrial earning power. 

As for taxes, it seems reasonable 
to assume that present and pending 
extremes are a war-time phenom- 
enon, certain to be substantially re- 
laxed when peace comes. True, 
corporate taxes in our time prob- 
ably will never go back to the most 
favorable levels of 1936-1939, which 
in turn were far higher than in the 
°20’s. But we thought present cor- 
porate taxes were very stiff when 
they were enacted, yet most large 
industrial companies in 1941 earned 
as much net profit as in 1929 and 
some quite a bit more—and it does 
not seem over-optimistic to assume 
that corporate taxes in the coming 
peace years can be reduced at least 











IMPERIAL OIL LIMITED 


Notice to Shareholders and the Holders 
of Share Warrants 


OTICE is hereby given that a semi-annual 
dividend of 25c per share in Canadian currency, 
has been declared, and that the same will be p pey- 
able on or after the 1st day of June, 19. 3 
respect to the shares specified in any 
Share Warrants of the Company of the 1939 
—_ Lys presentation and delivery of coupons 

o. 57 at: 


THE ROYAL BANK OF CANADA 
King and Church Streets Branch, Toronto, Canada 


The payment to Shareholders of record at the 
close of business on the 18th day of May, 1942, 
and whose shares are represented by registered 
Certificates of the 1929 issue, will be made by 
cheque, mailed from the a of the Company 
on the 29th day of May, 1 

The transfer books will be closed from the 
19th day ef May to the 30th day of May, 1942, 
inclusive and no Bearer Share Warrants will be 

“split” during that period. 

The Income Tax Act of the Dominion of Can- 
ada provides that a tax of 15% shall be imposed 
and deducted at the source on all dividends pay- 
able by Canadian debtors to non-residents of 
Canada. The tax will be deducted from all divi- 
dend cheques mailed to non-resident shareholders 
and the Company’s Bankers will deduct the tax 
when paying coupons to or for account of non- 
resident shareholders. Ownership Certificates 
must accompany all dividend — presented 
for payment by residents of Canad 

Shareholders resident in the United States are 
advised that a credit for the Canadian tax with- 
held at source is allowable against the tax shown 
on their United States Federal Income tax return. 
In order to claim such credit the United States 
tax authorities require evidence of the deduction 
of said tax, for which purpose Ownership Cer- 
tificates (Form No. 601) must be completed in 
duplicate and the Bank cashing the coupons will 
endorse both copies with a certificate relative to 
the deduction and payment of the tax and return 
one Certificate to the Shareholder. If Forms 
No. 601 are not available at local United States 
banks, they can be secured from the Company's 
office or the Royal Bank of Canada, Toronto. 

Under existing Canadian Regulations: 

(a) Payment of this dividend to residents of 
enemy or enemy occupied countries is prohibited. 

(b) Payment thereof to residents of other por- 
tions of Continental Europe or of the French 
Empire and China is prohibited but such resi- 
dents may direct the deposit to their credit in a 
Canadian Bank of all amounts payable to them. 

(c) Other non-residents of Canada may con- 
vert this dividend at current Canadian Foreign 
Exchange Control rates into such foreign cur- 
rencies as are permitted by the General Regula- 
tions of the Canadian Foreign Exchange Contrel 

Board. Such conversion can only be_ effected 
through an Authorized Dealer, i.e., a Canadian 
Branch of any Canadian Chartered Bank 

Shareholders residing in the United States 
may convert the amount of the current dividend 
into United States currency at the official Cana- 
dian Foreign Exchange Control rate by sending 
at their own risk and expense, coupons, or divi- 
dend cheques properly endorsed, to The Agency 
of The Royal Bank of Canada, 68 William Street, 
New York City, which will accept them for col- 
lection through an authorized dealer, or direct 
to any authorized —, of the Canadian For- 
eign Exchange Control le 

Shareholders residing . countries other than 
the United States to whom payment is not pro- 
hibited as above noted may convert the amount 
of the current dividend by sending at their own 
risk and expense, coupons, or dividend cheques 
properly endorsed, to The Royal Bank of Can- 
ada, King and Church Street Branch, Toronto, 
Canada, or to any other authorized dealer or 
to The Agency of The Royal Bank of Canada, 68 
William Street, New York City, U. S. A., with 
a request for a draft in such foreign currency 
as is permitted in settlement of same, but they 
should first satisfy themselves that this action 
is not prohibited by the Foreign Exchange Con- 
ee een of the country in which they 
reside. 

By order of the Board, 
W. J. WHITLING, 
Secretary. 
56 Church Street, 
Toronto 2, Canada. 
15th May, 1942. 








to present effective rates and prob- 
ably a good bit lower. In that case 
—given both enough volume and 
continuing increase in productive ef- 
ficiency—the chances are that Amer- 
ican industry can meet its tax bill, 
pay higher wages and still yield sat- 


isfactory profits and dividends. 


It really boils down to saying that 
if the pie is big enough, there ought 
to be enough slices for all—and that 
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6 per cent of a big pie may be a 
more filling meal for the capitalist 
than 20 per cent of a small pie. 





—— 


Six Stocks Favored by 
Special Circumstances 





(Continued from page 194) 


gives considerable promise to the 
company’s current prospects. Last 
year operating revenues of Grey- 
hound exceeded all previous levels 
but, forced to absorb higher taxes, 
net fell somewhat below the record 
level of 1939. Earnings available 
for the 2,792,075 shares of common 
stock, after payment of preferred 
dividends, were equivalent to $2.28 
a share, comparing with $1.70 a 
share on a smaller number of shares 
in 1940. During 1941, the company 
including 203 of the supercoach type, 
bringing the total number of buses 
owned up to 3,372 at the beginning 
of the year. Unless tire rationing 
regulations become more stringent 
than at present, Greyhound, a vital 
factor in our national transportation 
system, would appear assured of 
adequate supplies. Including a 
year-end extra of 25 cents total divi- 
dends last year amounted to $1.25 
a share. Regular payments of 25 
cents quarterly have been main- 
tamed thus far in the current year. 
The threat of substantially increased 
taxes this year does not appear suffi- 
ciently serious in the case of Grey- 
hound to jeopardize the $1 regular 
dividend. Recently quoted at 11, 
the shares yield a generous return 
even in a market setting in which 
high common stock yields are a rule 
rather than the exception. 


UV. S. Plywood 


Plywood, although not partic- 
arly new in the American indus- 
trial scene, has in recent months at- 
tained a level of importance which 
overshadows anything in the past. 
It has been found to be a valuable 
product not only in the construction 
of war and related materials, but it 
has also been found to be a wholly 


acceptable substitute for many 
materials which are scarce or 
which the Government has _pre- 


empted. Plywood is made of thin 
sheets of wood, glued together. Its 
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strength is gained by placing the 
alternate grains at right angles. For- 
merly the principal outlets for ply- 
wood were the building and con- 
struction industries. Now it is in 
heavy demand by the aircraft in- 
dustry; it is extensively used in ship 
construction; large quantities are 
being used in cantonments and de- 
fense housing; and it is being ex- 
tensively used to replace sheet metal 
and stainless steel in many applica- 
tions. U.S. Plywood is one of the 
leading manufacturers of this impor- 
tant product and the growth in de- 
mand has been reflected in the com- 
pany’s recent operating results. 
Both sales and profits in the fiscal 
year ended April 30, 1941 were the 
largest in the company’s history. 
Despite additions to the company’s 
plant, orders exceeded capacity over 
the past year making it necessary 
for the company to place a sub- 
stantial amount of business with 
original suppliers. The company’s 
report for the latest fiscal year has 
not been issued as yet, although 
results in the six months to Oct. 
31, last, foreshadowed a further im- 
portant gain in earnings. Net for 





that period was equal to $1.98 a | 
share on the 249,892 average num- | 


ber of common shares outstanding, 
after preferred dividends. This 
compared with $1.39 a share on a 
smaller number of shares in the 
same period of the preceding year. 
On this basis, and not overlooking 
the factor of higher taxes, it appears 
certain that earnings for the past 
fiscal year were well in excess of 
$3.28 a share shown in 1941. Gains 
from this point on, despite the pros- 
pect of sustained operations at 
capacity levels, will be less conspic- 
uous because of the substantially in- 
creased tax liability which current 
operations must absorb. There is 
scant basis, however, for doubting 
the company’s ability to earn and 
maintain the $1.20 dividend. Re- 


cent quotations around 20 compare 


with 1942 price range of 2414-20. 





First Quarter Earnings 
Round-Up 
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mal and surtax plus 94 per cent ex- 
cess profits tax—will either be the 
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AS COLUMBIAN 
CARBON COMPANY 


Eighty-Second Consecutive 
Quarterly Dividend 


The Directors of Columbian Carbon 
Company have declared a regular 
quarterly dividend of $1.00 per share 
payable June 10, 1942, to stockholders 
of record May 22, 1942 at 3 P.M. 


GEORGE L. BUBB 


Treasurer 


©) CONTINENTAL 
CAN COMPANY, Inc. 


The second quarter Interim dividend of 
twenty-five cents (25¢) per share on the 
common stock of this Company has 
been declared payable June 15, 1942, to 
stockholders of record at the close of 
business May 25, 1942. Books will not 
close. 

















J. B. JEFFRESS. JR., Treasurer 











The Directors have declared 
from the Accumulated Sur- 
plus of the Company a divi- 


THE ELECTRIC STORAGE BATTERY CO. 

Exide | 
BATTERIES dend of Fifty Cents ($.50) 

per share on the Common 


Stock, payable June 30, 1942, to stockhold- 
ers of record at the close of business on 
June 9, 1942. Checks will be mailed. 

H. C. ALLAN, Secretary and Treasurer. 


Philadelphia, May 15, 1942. 


BOESC CLIPINGS 


CONSOLIDATED PRESS CLIPPING BUREAUS 


- Chicago 








1426° Manhattan Building - 
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final corporate tax formula or very 
close to it, it is already possible to 
project annual earning power of most 
companies with unusual accuracy. 
This is especially true in industries 
with assured large volume and no 
unusual squeeze in profit margins— 
steels, machine tools, rail equip- 
ments, non-ferrous metals, etc., are 
representative examples. The sta- 
bilizing factor of calculation is the 
94 per cent excess profits tax, since 
out of any earnings gain over the 
base period only 6 per cent can be 
kept as net income. The tax credit 
(or exemption) is the most impor- 
tant single key to annual earning 
power. Many companies have stated 
what proportion of their earnings is 
exempt from excess profits taxation 
and in most other cases it can be 
figured with fair accuracy from their 
income statements. The amount of 
earnings exempt from excess profits 
tax is taxed at 40 per cent and all 
earnings above the exemption taxed 
at 94 per cent. 

Another way of figuring the 
earnings prospect is as_ follows: 
For a company, not subject to ex- 
cess profits taxes, to equal its earn- 
ings of the base period 1936-1939, 
earnings before taxes will have to be 
1.42 times larger than they were 
for the base period. For companies 
subject to maximum excess profit 
taxes, earnings before taxes will have 
to be 8.72 times what they were in 
the base period. Yet not a few of 
the active arms makers will have 
“before tax” earnings even more 
than 8.72 times larger than in the 
base period, with the result that net 
income will be far above the average 
of 1936-1939, though in most cases 
definitely under the level of last year. 
But last year topped 1929 in earn- 
ings of most large industrial enter- 
prises—and this is war. 





New Outlook for Oils and 
Rubbers 





(Continued from page 177) 


of steel to lay a pipe line hundreds 
of miles long. And lack of steel, 
while we are on the subject, may be 
a serious obstacle in the production 
of synthetic rubber. Rubber offi- 
cials are reluctant to predict how 
much synthetic rubber we can pro- 
duce until they know whether the 
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priorities board will release the 
necessary steel. Of course pipe lines 
could be laid with pipe made of 
plastics, but plastics are just as 
precious as steel under present con- 
ditions. It is idle to expect any 
important alleviation of the present 
gasoline situation because the gov- 
ernment prefers to conserve rubber 
above all else. 

Now the loss of retail business is 
a serious blow to the oil companies. 
Just how serious the blow will be 
no one at present cares to predict— 
or, as they state—is capable of pre- 
dicting. Actual consumption of 
high test and other gasoline and 
lubricants by the nation’s armed 
forces are a military secret and it is 
not our intention to “guess” at 
them. But we do know that it is 
still uncertain whether increased 
demand for gasoline and petroleum 
products by the armed forces and 
the United Nations will equal the 
loss of the domestic market which, 
if rubber is exhausted by 1945, will 
reach a very low point. 

We know one thing and that is 
the dealer organizations of the vari- 
ous petroleum marketing companies 
will be shot to smithereens. Take 
the Standard Oil Company (New 
Jersey) as an illustration. No fig- 
ures are available here, but it is 
known that about 85 per cent of the 
marketing facilities of this company 
are located in the rationed states. 
The remaining 15 per cent is located 
in areas where rationing is likely to 
occur and even if normal business 
was continued there, lack of new 
tires will mean a serious curtailment 
of retail sales. Some years ago the 
oil companies instituted the Iowa 
plan which did away, to a large ex- 
tent, with company ownership of re- 
tail outlets. Today most of these 
outlets are privately owned and op- 
erated. Most of the filling stations 
are operated in much the same 
fashion as the small merchant in 
other lines. It is generally the sole 
source of income to the owner and 
his employees. 

With gasoline and oil sales re- 
duced to a minimum few of these 
stations will be able to continue in 
business. High wages in war indus- 
tries and the general bullish condi- 
tion of the labor market will be an 
added inducement for the owners of 
these smaller outlets to simply close 
up shop. Once these stations are 
closed and the dealer organization 


begins to disintegrate the oil com- 
panies will not only cease to have 
adequate retail outlets, but will be 
faced with a herculean task in re. 
organizing again when the situation 
is clarified and automobiles returp 
to normal use. Many of these sta- 
tions are located on real estate either 
owned or leased by the oil compa- 
nies and are not available for other 
uses. This expense will have to be 
written off in some fashion. And 
we must not overlook the fact that 
many of the major oil companies 


spent thousands of dollars in remod- ' 


eling or building elaborate stations 
to be rented or leased to retail deal- 
ers. This likewise represents a huge 
investment which will return little 
or no profit. 

It will take a brave man to pre- 
dict just what the position of the 
oil companies will be if the war lasts 
five or more years and, by 1945 
there are no more automobiles on 
the road—except commercial vehi- 
cles and military trucks. It is safe 
to say that the strictly marketing 
companies, unless they can convert 
their facilities to war work and 
keep going during the lean period, 
will either be obliged to discontinue 
operations or reduce their activities 
to a mere shadow of normalcy. If 
foreign shipments  continue— 
through availability of more and 
more shipping and if military re- 
quirements continue to _ increase, 
producing and manufacturing com- 
panies, will have no difficulty in dis- 
posing of their wares directly to the 
government or on a lend-lease basis. 
Cost of handling such business will, 
of course, be considerably less than 
the normal cost of selling in the 
open, competitive retail market and 
this, to some extent, will offset the 
losses suffered by the death knell to 
private motoring. 


One oil man told the writer “Its 
hell, no matter how you look at it. 
American petroleum products are 
the finest in the world. We have 
greater manufacturing facilities than 
any other nation; we have an ade- 
quate supply of crude available and 
yet—we are confronted with a criti- 
cal situation. We know everything 
necessary to manufacture synthetic 
rubber provided we can get the 
necessary steel. The government is 
loaning us the money to build these 
plants but, if after the war the mar- 
ket is again thrown open to natural 
rubber, and, because of the accum- 
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ulation of natural rubber prices are 
lowered to 6 or 8 cents a pound 
delivered in New York or San Fran- 
cisco it won’t pay us to continue 
manufacturing synthetics. In the 
meantime our dealer organizations 
will disappear or almost so. Your 
guess is as good as mine. Except I 
will say you can bet the oil com- 
panies will be in there pitching not 
only to help win the war but to keep 
America’s position as leader of the 
petroleum industry intact for post 
war conditions.” 

In considering potential earnings 
of the rubber and oil companies 
many factors must be taken into 
consideration. Foremost is the mat- 
ter of taxes. Higher and higher 
taxes in both of these fields will 
materially reduce net earnings even 
though gross earnings for 1942, at 
least, may show a substantial in- 
crease. Such rubber companies as 
U. S. Rubber, Goodrich, the Lee 
Rubber, Goodyear and Firestone 
will show considerable gross increase, 
but whether dividends will be paid, 
and if paid equal to those of 1941 
is still uncertain. It all depends 
upon how high taxes run, how much 
excess profits are reported and 
whether the supply of rubber, both 
natural and otherwise, holds up. 
Present indications as stated previ- 
ously in this article, are that there 
will be adequate raw material for 
the rubber companies. 

The situation among the oil com- 
panies is different. Those in the 
rationed zone will be harder hit than 
those in the mid continent field. The 
strictly marketing companies will 
suffer far more than the producing 
or the producing and manufactur- 
ing companies. Large firms like 
Standard of New Jersey, American 
Refining, Sun Oil Company and 
others in the rationed area will 
show a greater retail loss than 
Standard of Indiana, Continental, 
Phillips Petroleum, Shell, Standard 
of New York and others operating 
on a broader base. Companies like 
Panhandle Products and Refining 
Company, Mid-Continent Petrole- 
um Company and Texas Pacific 
Coal and Oil Company, unless the 
retail market for petroleum prod- 
ucts is completely wiped out, which 
is not likely at present writing, 
should stand a better chance to earn 
something than some of the compa- 
nies in other localities or dependent 
upon direct sales. 

The long range future of Amer- 
ican oil companies—that is the 


larger companies engaged in all or 
most phases of the industry—ap- 
pears good. Petroleum officials are 
confident that the war will not per- 
manently impair their earning power 
and many believe that some good 
will come out of the present situa- 
tion. Some of the officials are in- 
clined to believe that this situation 
will enable some of the companies 
to trim their sails, streamline their 
marketing facilities, free themselves 
of “deadwood,” and emerge more 
compact and efficient than if the 
war had never occurred. 

The future of oils and of rubbers 
in this country is the future of most 
American businesses, dependent upon 
a number of factors. We must win 
the war—we must preserve private 
industry and we must, above all, 
leave a margin for profit above 
taxes and operating expenses. If 
these factors are adhered to, and in- 
dications point to their retention, 
in part at least, the long range view 
of both these industries seems op- 
timistic. 
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processing, servicing or distribution 
of any article or commodity for the 
purpose of stimulating of production 
or holding down prices; purchase, 
acquire, carry, sell, or otherwise deal 
in any article or commodity.” The 
agency would be authorized spe- 
cifically to sell at a loss. 

The authority was sought by the 
Administration in order to maintain 
distribution of certain commodities 
where costs might rise too high to 
permit a profit under ceiling prices. 

An average increase in sales of 
11.7 per cent in April over the same 
month last year was reported by 
leading mail order and chain store 
companies. This is considerably less 
than the 23.9 per cent rise reported 
in March. For the first four months 
of this year an increase of 22.6 per 
cent was reported. 

The combined sales of 29 com- 
panies were $388,972,006, against 
$348,296,496 in April, 1941. For the 
four months the aggregate sales 
were $1,411,288,783, compared with 
$1,150,729,913 a year ago. 

Most of the merchants I have 
spoken with agree that business, 


unless something unforeseen trans 
pires, should maintain the same high 
level for the balance of this year, as i 
for the first four months of 1942 and ; 
for the bulk of 1941, a banner year, — 
Many of them feel that the real 
tapering off will not become evident ~ 
until the spring of 1943, except in — 
such lines where inventories will be — 
more speedily depleted or replace- ~ 
ments, because of priorities, difficult ~ 
or impossible. Some merchants will — 
be hard hit, they admit, each think- ~ 
ing of the other fellow and not of | 
himself. 


es 


All agree on one thing, however, ~ 
and that without hesitation. The — 
real crux of their profit-making pos- ~ 
sibilities does not lie in price ceilings | 
or even restricted merchandise, but | 
lies in the matter of taxation and } 
wages. If taxes mount beyond a cer- ~ 
tain point and if wages continue to ~ 
rise, volume of sales won’t spell the ~ 
difference between profit and loss— © 
it will be simply a matter of how 7 
great the loss. One metropolitan — 
merchant said: “It isn’t solely a— 
matter of per item profit that tells — 
whether you are making money or ~ 
not. It is operating expenses that 
tell the tale these days and the larg- 7 
est single item of operating expenses | 
is—of course—taxes.” 


We could have told this merchant ~ 
that while what he said was true | 
the same situation exists in every © 
line and in every business—but, see- — 
ing the worried look on his face, we ~ 
were too polite to mention it to him. 7 
It is a fact, though, that while price 
ceilings will somewhat dislocate the © 
American way of doing retail busi- © 
ness, the dislocation, once the people 7 
grow accustomed to it, will not be 7 
unbearable nor actually destroy 7 
profit-making possibilities for the 7 
merchants. It may act as a curb to | 
spending; it will help to brake infla- ~ 
tion and promote the sale of war 7 
bonds and increase savings, but it | 
certainly is not a panacea for our | 
economic ills, nor, by itself, a guar- 7 
antee against inflation any more — 
than it is a barrier against continued 7 
success in retail and wholesale sell- @ 
ing of food and commodities. 

Until the picture is completed— ~ 
a workable, sane tax program, curb | 
on wages and equitable distribution 7 
of tax burdens, such things as price 7 
control are more an annoyance to | 
the individual than a solution to the 7 
economic worries of the Treasury § 
and American business. 
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